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PHYSICIAN-OWNED  SPECIALTY  HOSPITALS: 
PROFITS  BEFORE  PATIENTS? 


WEDNESDAY,  MAY  17,  2006 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  DC. 
The  hearing  was  convened,  pursuant  to  notice,  at  10:09  a.m.,  in 
room  SD-215,  Dirksen  Senate  Office  Building,  Hon.  Charles  E. 
Grassley  (chairman  of  the  committee)  presiding. 
Also  present:  Senators  Baucus  and  Smith. 

OPENING  STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY,  A  U.S. 
SENATOR  FROM  IOWA,  CHAIRMAN,  COMMITTEE  ON  FINANCE 

The  Chairman.  I  am  going  to  start  the  hearing,  although  other 
members  will  not  come  because  we  are  in  the  process  of  voting  on 
the  floor  of  the  U.S.  Senate.  I  have  cast  my  vote.  We  will  proceed, 
and  hopefully  members  will  be  here  before  our  first  witness  testi- 
fies. I  welcome  everyone. 

Today,  we  have  three  separate  panels  of  witnesses,  so  we  will  get 
the  hearing  started.  Senator  Baucus  and  I  will  make  opening  state- 
ments. 

Also  in  our  audience  today  are  three  of  my  constituents  from 
Iowa.  We  have  Jim  Zahn  and  Sarah  Rosener  from  the  Iowa  Health 
System,  and  we  also  have  Bill  Lever,  who  is  president  and  CEO  of 
Trinity  Health  Systems  in  the  Quad  Cities. 

I  welcome  my  constituents  here.  Thank  you  very  much  for  com- 
ing. They  represent  a  number  of  people  in  Iowa  who  are  concerned 
about  physician-owned  specialty  hospitals.  I  thank  them  for  coming 
all  the  way  to  Washington,  DC  to  participate  in  this  hearing. 

Next,  we  will  be  introduced  to  our  first  witness,  Rev.  Mike  Wil- 
son, from  Portland,  OR.  We  have  two  Senators  from  Oregon  here, 
and  one  of  them  is  going  to  be  present  to  introduce  Rev.  Wilson. 
Then  following  his  testimony,  we  are  going  to  have  Dr.  Mark 
McClellan,  and  after  that,  the  final  panel  of  witnesses. 

As  Chairman  of  the  Finance  Committee,  it  is  my  constitutional 
duty  to  conduct  oversight  of  the  Federal  programs  to  determine  if 
the  policy  that  the  committee  makes  is  sound,  and  to  ensure  that 
laws  passed  by  Congress  are  implemented  and  enforced  in  a  man- 
ner consistent  with  the  spirit  and  intent  of  that  legislation. 

Today's  hearing  presents  an  opportunity  to  address  the  issue  of 
specialty  hospitals  from  an  oversight  perspective.  This  hearing  will 
examine  the  impact  that  these  facilities  have  on  patient  safety  and 
the  quality  of  care. 
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Additionally,  the  hearing  will  explore  the  various  financial  ar- 
rangements used  to  finance  these  hospitals.  Finally,  the  hearing 
will  address  implementation  and  enforcement  of  specialty  hospital 
legislation  by  CMS. 

Recent  oversight  work  by  the  committee  raises  serious  questions 
about  specialty  hospitals  and  whether  they  serve  the  best  interests 
of  patients  being  treated  at  them,  and  if  they  are  serving  the  best 
interests  of  physicians  who  own  and  operate  them. 

Further,  the  committee's  oversight  work  found  that,  in  spite  of 
a  Congressional  moratorium  on  new  specialty  hospitals  and  an  ad- 
ministrative extension  of  that  ban,  it  appears  that  during  that  pe- 
riod of  moratorium  over  40  specialty  hospitals  have  opened. 

That  is  hard  for  those  of  us  who  made  this  decision  on  the  mora- 
torium to  realize  that  a  moratorium  does  not  always  mean  a  mora- 
torium. So,  obviously  Congressional  intent  was  not  followed  when 
40  specialty  hospitals  opened  during  that  period  of  time. 

Today's  hearing  also  comes  on  the  heels  of  three  new  reports  on 
specialty  hospitals.  The  first  was  a  follow-up  review  by  the  Medi- 
care Payment  Advisory  Committee.  We  refer  to  that  as  MedPAC 
for  short.  That  report  was  released  at  the  commission  meetings  on 
April  19. 

MedPAC  made  a  number  of  findings  regarding  specialty  hos- 
pitals, including  that  one  physician-owned  surgical  hospital's  costs 
were  significantly  higher  than  general  hospitals,  despite  having 
shorter  stays. 

Physician-owned  hospitals  see  significantly  fewer  Medicaid  and 
charitable  patients.  Three  physician-owned  heart  hospitals  in- 
creased the  number  of  heart  procedures  in  the  community  when 
they  opened.  Four  physician-owned  heart  hospitals  divert  profitable 
patients  from  community  hospitals,  decreasing  revenue  at  the  com- 
munity hospitals. 

The  second  report  that  I  have  referred  to  was  a  survey  conducted 
on  specialty  hospitals  conducted  by  the  Government  Accountability 
Office.  We  refer  to  that  as  the  GAO.  While  advocates  of  specialty 
hospitals  claim  that  specialty  hospitals  force  community  hospitals 
to  improve  quality  and  efficiency,  the  GAO's  most  recent  report  re- 
leased in  April  did  not  support  that  assertion. 

The  third  recent  report  on  specialty  hospitals  was  released  last 
week.  May  9,  by  CMS.  This  interim  report  details  the  progress 
CMS  has  made  in  creating  a  "strategic  and  implementing  plan"  for 
specialty  hospitals. 

The  report  is  a  starting  place,  but  it  is  by  no  means  the  final 
strategic  and  implementing  plan  that  we  in  Congress  envisioned 
last  December  when  we  wrote  this  provision. 

Our  first  panel  today  will  provide  testimony  regarding  a  physi- 
cian-owned facility  that  had  no  physician  on-site,  on-call  doctors 
who  did  not  answer  their  phones,  and — can  you  believe  this? — a 
standing  policy  to  call  911  in  case  of  patient  emergency. 

These  policies  ultimately  led  to  the  tragic  death  that  we  are 
going  to  hear  about  from  our  first  witness,  an  88-year-old  mother. 
Clearly,  this  standard  of  care  raises  serious  patient  safety  concerns 
and  requires  immediate  attention. 
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On  our  second  panel,  we  will  hear  from  a  friend,  Dr.  Mark 
McClellan,  the  Administrator  of  the  Centers  for  Medicare  and  Med- 
icaid Services. 

Finally,  our  third  panel  will  address  the  impact  that  specialty 
hospitals  have  on  community  hospitals,  suspect  financial  arrange- 
ments of  some  specialty  hospitals,  patient  safety,  and  quality  of 
care  at  those  facilities. 

I  welcome  our  first  witness  and  thank  him  for  his  testimony.  I 
would  like  to  say  a  special  "thank  you"  to  Rev.  Wilson  for  coming, 
and  I  express  my  condolences  about  the  story  that  he  is  going  to 
tell  us  in  his  testimony  today. 

Coming  all  the  way  to  Washington,  DC  and  testifying,  all  this 
fanfare  is  difficult  enough,  but  to  come  here  and  relive  the  story 
of  losing  your  mother  is  extremely  difficult,  I  am  sure,  and  we  ap- 
preciate you  sharing  your  story.  It  is  my  sincere  belief  that  your 
testimony  today  will  help  us  avoid  similar  tragedies  in  the  future. 

I  am  going  to  ask  Senator  Smith  to  fill  in,  because  Senator  Bau- 
cus  is  not  here  at  this  point,  because  I  call  on  members  to  recognize 
constituents,  and  Rev.  Wilson  is  a  constituent. 

OPENING  STATEMENT  OF  HON.  GORDON  SMITH, 
A  U.S.  SENATOR  FROM  OREGON 

Senator  Smith.  Yes,  he  is.  I  am  here,  Mr.  Chairman,  first,  to 
thank  you  for  this  important  hearing.  It  is  an  issue  that  we  have 
to  deal  with.  But  also,  to  welcome  Pastor  Mike  Wilson  and  his  wife, 
who  is  with  him.  They  are  great  Oregonians.  Mike  is  a  pastor  at 
the  Sellwood  Baptist  Church,  and  so  performs  lots  of  valuable  serv- 
ice to  our  State,  our  Nation,  and  his  congregation. 

Mike,  the  Chairman  has  already  reviewed  what  happened  to 
your  mother,  Helen.  I  know  how  hard  it  is  to  come  and  testify  pub- 
licly about  personal  tragedies,  but  I  have  a  sense  your  mom  is  very 
proud  of  you  today. 

We  who  remain  behind  really  can  find  good  out  of  our  losses  if 
we  can  look  for  that  silver  lining,  and  I  am  sure,  again,  that  she 
is  proud  that  you  are  trjdng  to  make  a  difference  for  others,  so 
what  happened  to  your  mother  does  not  happen  to  others. 

But,  Mr.  Chairman,  I  have  a  statement.  I  will  put  it  in  the 
record.  You  said  much  of  it.  It  would  simply  be  repetitive.  But  what 
happened  at  Portland  Physicians'  Hospital  should  not  happen 
again.  We  need  to  learn  from  it  and  fix  it. 

The  Chairman.  And  we  intend  to  do  that.  Senator. 

[The  prepared  statement  of  Senator  Smith  appears  in  the  appen- 
dix.] 

The  Chairman.  Normally,  Senator  Baucus,  who  is  now  voting, 
would  be  the  next  person  to  speak,  but  I  will  break  in  for  his  open- 
ing statement  when  he  comes. 

So  we  are  ready  now  for  your  testimony,  Rev.  Wilson.  Would  you 
proceed,  please? 

STATEMENT  OF  REV.  MICHAEL  W.  WILSON,  PASTOR, 
SELLWOOD  BAPTIST  CHURCH,  PORTLAND,  OR 

Rev.  Wilson.  Thank  you.  I  bring  you  greetings  from  beautiful 
Oregon.  Our  weather  has  been  in  the  90s  the  last  few  days,  so  this 
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is  a  nice  respite  from  that.  Thank  you  for  the  privilege  of  coming 
and  sharing  our  family's  story  with  you. 

We  have  brought  with  us  a  photograph  of  my  parents  that  was 
taken  of  them  shortly  before  my  mother's  death  on  August  1,  2005. 
They  had  been  married  for  69  years  at  the  time. 

I  know  that  you  have  heard  my  mother's  name,  because  it  has 
come  before  you  already  in  your  discussion  of  physician-owned  for- 
profit  specialty  hospitals.  It  is  our  desire  that,  by  our  coming  and 
by  your  efforts  here,  as  Senator  Smith  mentioned,  that  you  can 
help  to  see  that  this  does  not  happen  again. 

My  mother  entered  Physicians'  Hospital  in  Portland  on  the  27th 
of  July  for  a  simple  lamenectomy  to  correct  some  pinched  nerves 
in  her  lower  spine,  to  free  up  motion  in  her  legs  and  stop  the 
numbing  and  the  pain  that  she  was  having.  She  was  in  general 
good  health,  though  she  was  88  years  old. 

The  doctor  assured  us  that  she  would  be  able  to  survive  and  do 
well  through  the  surgery,  and  was  confident  that  it  would  be  a  one- 
night  stay.  That  was  all  she  was  scheduled  to  be  in  the  hospital. 

The  surgery  itself  went  well.  It  took  about  2  hours.  She  was  in 
recovery.  The  nurse,  then  the  doctor,  came  out  and  told  us  that  she 
had  done  well  through  the  surgery,  but  was  having  quite  a  bit  of 
pain,  so  they  had  given  her  several  doses  of  pain  medication.  She 
was  brought  into  her  room,  where  my  father  and  I  were  waiting, 
about  4:30  in  the  afternoon. 

From  that  point  on,  we  were  never  away  from  her.  We  were  by 
her  side  every  moment.  She  was  coming  out  from  under  the  anes- 
thetic and  was  feeling  well.  She  was  able  to  talk.  She  was  groggy 
at  first,  but  I  asked  her  how  she  was  doing.  She  said  as  long  as 
she  did  not  move,  she  was  fine. 

At  no  point  did  she  ask  for  more  pain  medication,  and  at  no  point 
did  anyone  ask  her  if  she  needed  any.  That  is  important  because 
later,  on  the  records,  it  showed  that  she  was  asked  and  reported 
that  she  had  a  pain  level  of  6  out  of  10.  That  was  a  fabrication. 
It  never  happened. 

My  wife  got  to  the  hospital  about  5:30,  after  she  came  from  work 
at  the  Portland  Police  Bureau.  My  father,  my  wife  and  I  stood 
around  my  mom's  bed,  talking  with  her.  I  was  feeding  her  ice  chips 
and  she  was  doing  well.  We  laughed  and  visited. 

About  10  minutes  after  my  wife  got  there,  a  nurse  came  in  and 
injected  into  my  mom's  IV  one  more  dose  of  pain  medication.  What 
was  used  was  a  medication  called  Dilaudid.  At  the  time  we  won- 
dered, because  she  had  not  asked  for  anything. 

We  questioned  the  size  of  the  S3n:*inge,  because  it  looked  like 
something  you  would  give  a  horse.  But  it  was  explained  that  it 
would  go  into  the  IV  and  it  had  to  be  diluted  with  saline,  and  so 
forth. 

So  she  slowly  injected  it  into  the  IV  line  and  left  the  room.  With- 
in 2  or  2V2  minutes,  my  mother's  eyes  drooped,  her  head  began  to 
loll,  and  she  obviously  went  to  sleep.  About  that  time,  another 
nurse  stepped  into  the  room,  and  we  asked  her  if  that  was  normal, 
that  a  person  would  have  that  reaction  that  quickly.  She  said,  oh, 
yes,  a  person  often  goes  right  to  sleep. 

So  my  wife  and  my  father  sat  down  in  the  two  chairs  next  to  the 
bed,  and  I  was  standing  at  the  foot  of  her  bed  and  just  watching, 
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and  we  were  talking.  She  suddenly  made  a  little  choking  sound, 
and  I  looked  over  at  her,  but  she  seemed  to  be  sleeping  normally. 
I  was  not  alarmed,  and  we  went  back  to  talking. 

Just  seconds  later,  maybe  a  half  a  minute  later,  she  made  an- 
other gurgling,  choking  sound.  I  looked  at  her,  and  her  mouth  was 
open.  It  was  obvious  that  she  was  turning  very  white.  I  stepped  up 
to  the  head  of  the  bed  from  where  I  was  standing  at  the  foot,  and 
I  could  see  that  her  chest  was  not  rising,  she  was  not  breathing. 

I  checked  her  pulse,  then  I  checked  her  carotid,  and  there  was 
no  sign  of  pulse  and  no  breathing.  So  I  yelled  for  help,  and  hollered 
for  the  nurses  to  come  and  help  us,  which  they  did,  though  to  us 
it  seemed  like  it  was  taking  an  eternity. 

The  next  minutes  were  some  of  the  worst  of  our  lives  as  we 
watched  perhaps  one  of  the  most  egregious  examples  of  negligence 
and  incompetence  that  I  have  ever  heard  of  as  the  nurses  were  try- 
ing to  get  her  to  be  able  to  breathe. 

One  nurse  was  using  a  resuscitation  bag,  but  was  not  having 
success.  She  was  trying  to  get  air  into  her  lungs,  but  she  had  not 
cleared  my  mother's  airway.  Her  tongue  had  fallen  back  in  her 
mouth. 

I  had  to  yell  at  the  nurse,  'Tou're  not  getting  any  air  in,  it's  all 
escaping  around  the  mask."  It  was  inflating  her  cheeks,  but  there 
was  none  going  into  her  lungs.  She  looked  at  me  with  this  look  of 
panic.  She  was  over  her  head,  it  was  obvious.  They  did  not 
intubate,  which  is  what  would  be  normal  when  a  person  is  unable 
to  breathe.  They  brought  in  the  crash  cart  after  several  minutes. 
One  nurse  was  trying  to  check  her  vitals,  but  was  taking  so  long 
at  it. 

Finally,  she  called  for  the  crash  cart.  The  crash  cart  was  not 
where  it  should  have  been,  close  by  the  nurse's  station.  We  were 
right  in  front  of  the  nurse's  station.  They  had  to  bring  the  crash 
cart  from  a  hallway,  and  came  rolling  it  in. 

When  they  did,  the  nurse  that  was  looking  to  put  it  together  and 
be  able  to  use  the  paddles  on  my  mom  was  hollering  and  sa5dng, 
''Where  are  the  paddle  covers?"  and  where  is  this,  and  where  is 
that?  People  were  running  to  try  to  get  equipment  to  be  able  to  put 
the  paddles  on  her  to  try  to  restart  her  heart. 

One  of  the  things  that  we  noticed  was  that  there  was  no  Code 
Blue,  or  sometimes  called  Code  99  that  was  called.  We  kept  asking, 
why  is  there  not  a  doctor  here?  Have  you  called  a  doctor?  All  we 
got  were  stares  and  odd  looks. 

Later,  someone  said,  well,  we  have  called  someone.  They  had 
called  someone,  but  we  were  assuming  that  they  meant  it  was  a 
doctor  that  had  been  called.  In  reality,  they  called  911.  They  called 
the  fire  department. 

Some  10  to  11  minutes  into  this  crisis,  the  paramedics  arrived. 
Of  course,  they  operated  like  a  well-oiled  machine,  which  was  in 
stark  contrast  to  what  we  had  been  witnessing,  which  looked  more 
like  something  from  the  Keystone  Cops  up  until  then. 

The  problem  was,  the  damage  had  already  been  done  because 
they  had  not  known  how  to  intubate  and  respirate  and  get  air  into 
my  mother's  lungs.  By  that  time,  she  was  already  brain  dead  from 
lack  of  oxygen. 


They  were  able  to  get  her  heart  started  and  stabihzed.  They  were 
able  to  get  her  breathing.  They  transported  her  to  Adventist  Hos- 
pital in  Portland.  That  is  where  she  remained  for  the  next  5  days, 
until  her  death  on  Monday,  August  1,  2005. 

This  was  a  tragic  and  needless  death.  Had  my  mother  received 
the  kind  of  care  at  Physicians'  Hospital  that  she  later  received  at 
Adventist  Hospital,  she  would  be  alive  today,  and  I  would  not  be 
here  telling  her  story. 

No  hospital  should  ever  have  to  call  911  to  come  to  rescue  one 
of  their  patients.  I  think  we  all  can  agree  on  that.  We  assume  that 
doctors  and  nurses  know  how  to  resuscitate  a  person  who  has  gone 
into  respiratory  or  cardiac  arrest. 

I  believe  that  we,  as  patients,  have  a  right  to  make  that  assump- 
tion, that  we  will  be  well  cared  for.  What  happened  to  my  mother 
on  July  27th  was  unconscionable  and  inexcusable,  in  my  opinion. 

As  a  result  of  the  negligence,  my  father  lost  his  wife  of  69  years. 
He  is  now  90.  He  had  his  birthday  just  days  after  her  death.  My 
sister  and  I  have  lost  a  wonderful  mother,  our  children  have  lost 
a  grandmother,  and  obviously  on  down  the  line.  My  youngest 
daughter  had  a  baby  just  days  after  my  mother's  death,  and  Billy 
will  never  get  to  know  his  great-grandmother  as  a  result  of  these 
events. 

My  mother  was  a  wonderful,  godly  woman,  and  I  have  had  won- 
derful parents  growing  up.  She  was  ready  to  go  meet  the  Lord  that 
she  had  served  for  these  many  years.  She  had  been  ready  for  many 
years,  and  at  any  time. 

However,  that  does  not  take  away  from  the  fact  that  the  imme- 
diate cause  of  her  death  was  the  negligence  of  a  hospital  that  I  be- 
lieve has  a  moral  obligation  to  do  everything  possible  to  save  lives. 

To  summarize,  the  staff  at  Physicians'  Hospital  obviously  did  not 
know  how  to  intubate,  or  else  it  was  their  policy  not  to.  I  do  not 
know  why  that  was  not  done.  Even  the  paramedics  asked  that 
question. 

They  did  not  administer  the  antidote  for  the  drug  that  they 
overdosed  her  on.  They  did  not  have  a  properly  prepared  crash 
cart,  and  it  was  not  stationed  where  it  should  have  been. 

There  was  no  Code  Blue  team  in  the  hospital  trained  for  this 
kind  of  emergency,  no  doctor  in  the  hospital.  No  doctor  ever  ap- 
peared on  the  scene  in  this  whole  thing.  I  believe  that  my  mother 
is  kind  of  a  poster  child  for  what  can  happen  when,  as  I  have  told 
others,  the  foxes  own  and  operate  the  henhouse. 

For  instance,  the  doctor  that  operated  on  her,  we  did  not  know 
that  he  was  one  of  the  owners  of  the  hospital.  That  had  not  been 
shared  with  us.  We  did  not  know  that  the  hospital  was  only  mar- 
ginally prepared  for  this  kind  of  an  emergency. 

There  were  many  things  we  did  not  know,  including,  as  Senator 
Grassley  mentioned,  that  it  was  their  policy  to  call  911  in  case  of 
a  post-operative  medical  emergency.  I  already  mentioned  that 
when  we  got  her  medical  records  we  could  see  that  they  had  been 
doctored. 

The  times  had  been  changed  to  make  it  look  like  she  had  re- 
ceived the  last  dose  of  pain  medicine  40  minutes  before  the  event 
occurred  when  she  went  into  arrest.  There  were  three  of  us  stand- 
ing by  her  bedside  the  whole  time,  and  that  simply  is  not  true. 
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From  the  time  the  medicine  was  given,  it  was  2,  2V2  minutes 
when  she  was  already  asleep  and  stopped  breathing.  So  that  was 
one  of  the  things  that  was  very  troubling. 

Another  is  the  attitude  that  we  have  heard  from  a  number  of 
people,  that,  well,  it  is  unfortunate,  but  it  had  to  do  with  her  age. 
This  had  nothing  to  do  with  her  age.  She  was  in  good  health. 

I  am  56.  If  I  had  been  in  there  under  the  same  circumstances 
and  had  been  overdosed,  I  could  just  as  easily  have  gone  into  res- 
piratory or  cardiac  arrest.  It  could  have  happened  to  a  young  per- 
son as  well.  It  had  nothing  to  do,  in  my  opinion,  with  her  age. 

It  appears  that  Physicians'  Hospital  is  going  out  of  business,  for 
which  we  are  very  grateful.  In  Saturday's  paper,  it  said  that  they 
are  trying  to  sell  the  hospital,  and  we  are  glad  for  that. 

But  our  concern  is  that  there  are  many  others  around  the  coun- 
try that  seem  to  be  similar  to  this  one,  and  it  is  my  opinion  that, 
when  doctors  own  the  hospital  and  operate  it  to  their  benefit,  when 
the  dollar  is  the  bottom  line,  then  patients  are  not  going  to  be  well 
served.  My  mother  is  an  example  of  what  can  happen  when  there 
is  no  oversight,  no  one  looking  over  the  doctors'  shoulders. 

If  my  mother's  death  results  in  a  greater  public  awareness  and 
results  in  this  Senate  committee  being  able  to  close  some  existing 
loopholes  and  perhaps  save  someone  else's  life,  then  I  am  sure  that 
she  would  say  that  it  was  worth  it.  We  would  ask  that  you  do  all 
in  your  power  to  make  it  so. 

I  thank  you  for  this  opportunity  to  come  and  address  you  today, 
and  would  be  happy  to  take  any  questions  you  might  have. 

[The  prepared  statement  of  Rev.  Wilson  appears  in  the  appen- 
dix.] 

The  Chairman.  Yes.  Would  you  wait  for  questions  just  a  minute? 
Then  I  will  have  Senator  Baucus  give  his  opening  statement  at  this 
point. 

Senator  Baucus.  Thank  you,  Mr.  Chairman. 

Reverend,  you  have  a  lot  of  courage  to  come  here  and  tell  your 
personal  story,  as  difficult  and  as  heart-rending  as  it  has  to  have 
been,  and  still  is  today.  I  sympathize  with  you  and  your  family. 

And  I  know  I  can  speak  for  this  entire  committee  in  saying  so, 
and  I  can  certainly  speak  for  the  Chairman.  It  is  my  very  strong 
view  that  these  specialty  hospitals  should  not  be  providing  service. 
That  is,  they  are  providing  a  disservice  to  America,  not  a  service. 

I,  for  one,  am  going  to  do  all  I  can  to  stop  specialty  hospitals. 
There  are  tons  of  reasons  why,  and  you  have  given  one  very  good 
one.  They  are  just  not  adequately  prepared  to  deal  with  emer- 
gencies. 

Rev.  Wilson.  That  is  true. 

Senator  BAUCUS.  I  am  sorry,  very,  very  sorry  you  had  to  go 
through  all  this,  even  more  sorry  for  your  mom,  but  for  your  own 
family. 

I  am  not  going  to  give  my  statement.  I  am  just  going  to  put  it 
in  the  record,  Mr.  Chairman.  But  I  just  want  to  tell  you  just  how 
wrenching  this  is,  and  how  it  could  have  been  prevented,  as  you 
said.  It  need  not  have  happened.  It  is  our  job  to  do  what  we  can 
to  not  let  that  happen  any  more  in  the  future.  We  will  do  our  very 
best. 


Unfortunately,  there  are  some  pretty  powerful  interests  that 
want  to  keep  specialty  hospitals  open,  and  this  is  not  an  easy  mat- 
ter before  us,  that  is,  to  stop  these  hospitals,  I  have  tried  hard. 
Senator  Grassley  has  tried  hard,  and  we  will  keep  trying  hard. 

Your  story  here  today,  frankly,  gives  me  even  more  energy  to  get 
the  job  done  and  stop  these  hospitals  from  performing.  But  thank 
you  very,  very  much  for  taking  the  time  to  come  here.  I  will  have 
some  questions  a  little  later,  but  thank  you  very  much. 

[The  prepared  statement  of  Senator  Baucus  appears  in  the  ap- 
pendix.] 

The  Chairman.  We  will  have  5-minute  rounds  for  whoever 
comes,  or  whoever  is  here  now.  We  will  do  it  in  the  order  of:  Grass- 
ley,  Baucus,  and  Smith,  5  minutes  each. 

My  first  question  to  you  would  be  to  follow  up  on  what  we  often 
refer  to  as  the  importance  of  patient  advocates  to  ensure  that 
things  go  as  planned  in  the  hospital. 

Now,  you  probably  did  not  assume  the  role  of  a  patient  advocate, 
but  you  were  there  with  your  family.  I  am  sure  as  you  look  back 
now,  you  were  essentially  in  the  dark  about  hospital  policies  and 
procedures  for  emergencies.  You  talked  about  911  and  all  that. 

So,  just  asking  you  to  look  back,  what  questions  do  you  feel 
would  have  been  helpful  to  ask  prior  to  surgery  at  a  limited-service 
hospital? 

Rev.  Wilson.  Well,  sir,  we  did  not  know  enough  about  it  to  know 
what  questions  to  ask.  It  had  not  crossed  our  minds,  or  our  par- 
ents' minds. 

The  Chairman.  I  am  asking  about  hindsight,  now. 
Rev.  Wilson.  Yes.  Certainly. 
The  Chairman.  Go  ahead. 

Rev.  Wilson.  Looking  back,  I  would  certainly  know  better  the 
questions  to  ask,  but  it  never  dawned  on  us  that,  for  instance,  the 
orthopedic  surgeon  who  was  operating  was  one  of  the  owners  of  the 
hospital.  We  knew  that  he  had  privileges  there,  but  my  parents  did 
not  know,  nor  did  I,  about  how  the  hospital  operates,  so  we  did  not 
ask  the  right  questions. 

One  of  the  other  issues  was  a  fact  that,  for  instance,  we  had 
questions  about  it,  but  it  was  not  something  we  were  able  to  ask 
about  until  afterward.  My  mother  was  never  connected  to  a  mon- 
itor, to  a  heart  monitor,  which  should  have  occurred  with  a  person 
of  her  age,  and  she  had  had  heart  surgery  15  years  earlier.  But 
they  did  not  have  her  connected  to  a  heart  monitor.  That  is  normal 
procedure  in  a  hospital  under  these  conditions. 

They  did  not  do  that.  So  there  were  a  number  of  things  that  sim- 
ply were  missing,  but  we  did  not  have  all  of  the  information  to 
work  with  to  know  the  right  questions  to  ask  then. 

The  Chairman.  Well,  in  regard  to  the  possible  questions  you 
would  have  asked  if  you  had  thought  the  necessity  of  it,  would  an- 
swers to  these  questions  have  affected  your  decision  to  seek  treat- 
ment at  a  specialty  hospital? 

Rev.  Wilson.  Absolutely.  It  never  dawned  on  us  that  there  was 
any  hospital  anywhere  that  did  not  have  an  emergency  physician 
on  call,  or  on  staff  and  present.  Yet,  there  was  not  one  at  Physi- 
cians'. Even  with  their  calling,  they  could  not  come  up  with  one 
from  any  other  part  of  the  hospital. 
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We  did  not  know  that  there  was  a  hospital  on  the  planet  that 
was  in  that  situation.  We  saw  the  stark  contrast  between  Physi- 
cians' and  Adventist  Hospital,  which  is  a  fine  hospital,  well  run, 
when  my  mother  was  taken  there. 

Twice  while  she  was  in  CCU,  there  were  Code  99  events  called 
in  in  that  unit,  and  we  saw  what  it  was  supposed  to  look  like. 
When  people  come  in  immediately,  they  are  able  to  give  aid  and 
to  resuscitate  a  patient.  None  of  that  occurred  with  my  mother. 

The  Chairman.  Now,  you  spoke  about  not  knowing  that  the  hos- 
pital was  owned,  or  partly  owned,  by  the  surgeon.  Do  you  believe 
that  informed  consent  for  patients  should  include  a  disclaimer  of 
any  ownership  interest  a  doctor  may  have  had  in  the  hospital? 

Rev.  Wilson.  Absolutely. 

The  Chairman.  Would  knowing  that  a  doctor  had  an  ownership 
interest  alter  the  questions  you  would  ask  prior  to  receiving  care? 

Rev.  Wilson.  Yes,  I  believe  it  would  have  altered  that.  The  same 
physician  had  privileges  at  Adventist  Hospital,  and  my  mother  had 
been  there  previously  for  another  procedure. 

We  would  have  opted  for  that  had  we  known  there  was  any  defi- 
ciency in  the  care  at  Physicians',  but  we  simply  did  not  know.  None 
of  that  was  shared  with  us,  none  of  it  was  revealed. 

The  Chairman.  I  thank  you. 

I  call  on  Senator  Baucus. 

Senator  Baucus.  Thank  you  very  much. 

Reverend,  you  have  touched  on  this  a  little.  I  just  want  to  nail 
it  down  the  best  I  can.  What  did  you  know  about  Physicians'?  I 
mean,  was  it  your  impression  that  Physicians'  was,  if  not  a  full- 
service  hospital,  virtually  the  same  quality  of  a  full-service  hos- 
pital, that  all  the  procedures  would  be  there  if  there  was  an  emer- 
gency? I  am  curious  what  you  knew  about  Physicians'. 

Rev.  Wilson.  We  had  very  little  information  about  that.  I  asked 
my  father  about  it  later,  what  he  had  been  told  about  the  hospital, 
and  he  said,  nothing.  Because  the  doctor  said  that  that  is  where 
he  would  prefer  to  do  the  surgery,  and  he  had  told  them  that  the 
nursing  staff  had  received  nothing  but  high  marks  and  rec- 
ommendations from  patients  that  he  had  had  there  previously,  my 
parents  said  that  they  would  be  happy  to  have  the  surgery  done 
there. 

Senator  BAUCUS.  Right.  So,  without  putting  words  in  your 
mouth,  the  physician  steered  her  to  Physicians'? 
Rev.  Wilson.  Yes. 

Senator  Baucus.  Would  that  be  an  adequate  characterization? 
Rev.  Wilson.  Yes,  sir.  The  surgeon  did  that. 
Senator  Baucus.  The  surgeon  did  that. 

Did  the  surgeon  or  the  referring  doctor,  whomever,  indicate  that 
there  was  another  option,  you  say  Adventist  Hospital,  or  some 
other  hospital?  Was  that  relevant  to  her,  too?  Did  she  learn  about 
that? 

Rev.  Wilson.  There  was  no  option  given.  He  stated  that  it  was 
his  preference  to  do  the  surgery  there  where  he  had  privileges.  We 
found  out  later  that  he  also  had  privileges  at  Adventist,  so  that 
would  have  been  an  option.  But  it  was  the  doctor's  choice  that  that 
would  be  where  the  surgery  was  performed. 
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Senator  Baucus.  And,  I  am  sorry  if  this  was  covered.  Was  your 
mother  told  that  he  had  an  equity  interest  in,  or  ownership  inter- 
est, in  Physicians'? 

Rev.  Wilson.  No,  sir.  No,  sir.  At  the  time,  we  did  not  know  that 
it  was  a  physician-owned  hospital.  Physicians'  took  over  the  old 
Woodland  Park  Hospital  that  had  been  there  for  43  years  in  Port- 
land, and  was,  more  or  less,  a  full-service  hospital.  In  fact,  my  sec- 
ond son  was  bom  there. 

So  we  made  some  assumptions  that,  looking  back,  we  should  not 
have  made.  We  should  have  done  more  homework.  It  never  dawned 
on  my  parents  or  myself  that  we  were  stepping  into  a  situation 
such  as  Physicians'  is,  a  for-profit,  physician-owned  hospital. 

Senator  Baucus.  Just  as  a  matter  of  public  poHcy,  do  you  think 
it  is  better  to  ban  physician  ownership  or  have  full  pubhc  disclo- 
sure of  physician  ownership? 

Rev.  Wilson.  I  think  public  disclosure.  If  an5^hing,  they  need  to 
come  under  greater  scrutiny.  We  have  many  hospitals  in  Portland 
whose  mission  statement  contains  nothing  to  indicate  that  it  is  pri- 
marily a  business.  We  recognize  that  any  hospital  has  to  make  a 
profit  to  keep  its  doors  open,  but  when  the  major  mission  is  to 
make  money,  I  think  the  patient  is  in  danger.  The  profit  motive  is 
not  necessarily  a  noble  motive. 

When  doctors  are  in  it  primarily  to  increase  their  income,  corners 
will  be  cut,  and  they  were  at  Physicians',  in  training.  I  felt  sorry 
for  the  nurses  because  it  put  them  in  a  horrible  position  of  being 
confronted  with  an  emergency  like  this,  but  they  had  not  been 
given  the  tools,  nor  the  training,  nor  the  practice  to  do  what  they 
were  called  on  to  do. 

I  will  never  forget  the  look  of  terror  in  their  eyes  as  they  worked 
in  that  room  around  my  mother,  but  they,  frankly,  did  not  know 
what  they  were  doing. 

Senator  Baucus.  Now,  do  you  think  it  is  even  right  for  a  physi- 
cian to  have  all  kinds  of  additional  equipment  in  his  hospital?  Let's 
say,  at  Physicians',  I  assume,  because  they  do  surgery  there,  and 
I  assume — perhaps  incorrectly — that  they  focus  somewhat  on  ortho- 
pedics, because  your  mother  had  back  surgery,  that  they  have  not 
only  X-ray  equipment,  but  CAT  scans,  maybe  even  an  MRI  there? 
Do  you  know,  is  that  true?  Do  they  have  those? 

Rev.  Wilson.  I  do  not  know  what  level  of  equipment  they  have. 
I  have  not  seen  any  of  that.  I  do  know  that  the  surgery  itself,  from 
all  that  we  have  gathered,  the  surgical  theater,  the  recovery  room, 
seems  to  be  well-equipped,  from  all  that  we  know.  But  as  far  as 
other  equipment,  I  do  not  know  how  well-equipped  the  hospital  is. 

Senator  Baucus.  So  the  things  that  concern  you  are,  the  service 
was  poor  and  your  mother  died. 

Rev.  Wilson.  Yes. 

Senator  Baucus.  And  you  think  it  is  largely  the  consequence  of 
not  only  inadequacy,  but  malfeasance.  That  is,  they  did  some  bad 
things.  That  is,  the  medication  and  inadequate  staff  there.  That  is 
number  one.  Is  that  correct? 

Rev.  Wilson.  I  would  say  yes. 

Senator  Baucus.  And,  second,  you  are  concerned  about  the  finan- 
cial interest  that  the  doctors  have  at  that  facility  versus  other  fa- 
cilities. 
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Rev.  Wilson.  Yes. 

Senator  Baucus.  You  are  concerned  about  the  training,  inad- 
equate training  at  those  kinds  of  facilities  compared  with  full-serv- 
ice hospitals. 

Rev.  Wilson.  Yes,  I  am. 

Senator  Baucus.  And  do  you  think  that  it  is  best  that  it  be 
banned,  or  should  they  be  somehow  brought  up  to  speed?  What  is 
your  view  on  that? 

Rev.  Wilson.  Sir,  I  do  not  think  they  should  be  banned.  I  believe 
that  we  need  more  hospitals.  But  we  need  good  hospitals.  We  need 
hospitals  that  are  well  run,  where  patient  care  is  put  first  rather 
than  profits. 

Senator  BAUCUS.  Now,  can  that  happen,  in  your  judgment?  What 
if  Congress  just  said,  sorry,  doctors,  you  can  have  no  financial  in- 
terest in  procedures,  or  images,  or  whatnot  that  you  perform?  I  had 
a  personal  experience,  Mr.  Chairman,  not  long  ago. 

A  doctor  said,  well,  we  can  do  this  or  that.  Do  you  want  to  have 
an  MRI?  he  asked  me.  I  said,  what  do  you  mean,  do  I  want  to  have 
an  MRI?  I  want  to  know  what  is  wrong  and  I  want  your  profes- 
sional advice  as  to  what  is  wrong.  So  why  are  you  asking  me  my 
opinion?  I  realized,  that  is  code.  That  is  a  way  for  him  to  cover 
himself,  because,  clearly,  he  had  a  financial  interest  in  my  getting 
an  MRI. 

The  Chairman.  That  is  why  you  ought  to  go  to  a  veterinarian. 
He  tells  you  what  is  wrong. 

Senator  Baucus.  Yes.  Right.  [Laughter.]  I  mean,  it  just  bothered 
me  that  something  is  not  quite  right  here. 

Rev.  Wilson.  Yes. 

Senator  Baucus.  I  am  being  asked,  not  for  medical  reasons,  but 
he  wants  to  get  my  permission  so  that  he  can,  in  his  head,  some- 
what justify  referring  me  for  a  pretty  expensive  imaging  procedure 
where  he  has  a  financial  interest. 

I  just  found  that  very  bothersome,  frankly,  and  that  is  wrong.  I 
mean,  his  decision  should  be  based  entirely  on  his  medical  judg- 
ment, his  professional  judgment,  not  on  his  pocketbook. 

Rev.  Wilson.  Right. 

Senator  Baucus.  I  just  think,  Mr.  Chairman,  we  have  to  find 
ways  that  doctors — most  of  them  are  really  good  people.  They  are 
terrific  people.  But,  like  everybody  else,  they  are  tempted.  And  if 
they  have  an  ownership  interest,  they  are  going  to  be  tempted  to 
ask  people  like  me,  what  do  you  want?  Max,  do  you  want  an  MRI 
or  not?  What  do  I  know? 

But  thank  you  very  much.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

Senator  Smith? 

Senator  Smith.  Thank  you,  Mr.  Chairman. 

Pastor  Mike,  how  is  it  you  were  directed  to  Physicians'  Hospital? 

Rev.  Wilson.  By  the  surgeon  himself  suggesting  that  that  is 
where  he  wanted  to  do  the  surgery.  He  had  privileges  at  two  hos- 
pitals, we  found  out,  but  he  opted,  and  he  simply  told  my  parents. 

My  mother,  at  her  age,  and  my  dad,  they  come  from  a  generation 
that  does  not  ask  questions  of  doctors.  That  is  where  much  of  the 
danger  is.  Elderly  people  many  times  do  not  question  an5^hing  that 
a  doctor  says,  so  they  are  open  to  being  taken  advantage  of. 
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Senator  Smith.  Did  the  physician  tell  them  he  had  a  financial 
ownership  in  this  hospital? 
Rev.  Wilson.  No,  he  did  not. 

Senator  Smith.  Did  they  sign  any  kind  of  admittance  form  with 
real  small  print  that  people  our  age,  to  say  nothing  of  the  age  of 
your  parents,  cannot  read  without  a  magnifying  glass? 

Rev.  Wilson.  They  were  given  many  things  to  sign  in  the  normal 
procedures.  There  was  nothing  on  that  that  I  saw  or  read  that  gave 
any  indication  that  the  surgeon  was  an  owner  in  the  hospital. 

Senator  Smith.  Had  an  interest? 

Rev.  Wilson.  Had  any  interest  in  it,  or  even  that  it  was  a  physi- 
cian-owned hospital.  We  did  not  know  that.  I  guess  by  the  name 
we  should  have  put  two  and  two  together,  but  we  did  not  connect 
up  the  dots.  I  had  never  met  the  surgeon  until  the  morning  of  the 
surgery. 

I  came  in  that  morning  after  she  had  gotten  settled  in,  and  then 
I  was  there  for  the  rest  of  the  day.  I  met  him  for  the  first  time  the 
day  of  the  surgery,  was  impressed  with  him.  Met  the  anesthesiol- 
ogist. 

I  would  say  that,  up  until  the  emergency  occurred  when  my 
mother  went  into  respirator  arrest,  the  service  we  received,  the 
care,  and  the  kindness  we  received  from  the  nurses,  we  had  no 
problem  with  any  of  that.  It  is  when  it  all  came  down  and  hit  the 
fan  that  things  came  unglued. 

Senator  Smith.  And  no  physician  was  around? 

Rev.  Wilson.  None. 

Senator  Smith.  And  on  the  form  that  probably  your  father — or 
did  you  sign  the  admission  forms? 

Rev.  Wilson.  My  father  signed  the  admission  forms. 

Senator  Smith.  And  is  there  an3^hing  in  those  forms,  legible  or 
not,  to  someone  his  age  that  talks  about,  their  emergency  policy  is 
to  call  911? 

Rev.  Wilson.  No. 

Senator  Smith.  It  is  my  understanding  that  the  licensing  of  this 
hospital  left  something  to  be  desired,  that  it  was  done  in  haste. 
Can  you  speak  to  what  the  State  of  Oregon's  role  was  in  this? 

Rev.  Wilson.  I  do  not  know  all  the  details,  but  my  under- 
standing is  that  they  came  in  basically  claiming  that  they  were  a 
continuation  of  the  Woodland  Park  Hospital.  In  reality,  that  was 
not  true.  It  was  new  owners,  new  administration,  ever3rthing  new. 
They  purchased  the  facilities,  but  they  were  under  new  manage- 
ment, a  new  charter.  So  they  came  in  during  the  time  of  the  mora- 
torium. I  am  not  sure  how  that  happened. 

Senator  Grassley  mentioned  that  there  are  others  that  also  man- 
aged to  come  in  under  the  wire.  But  that  is  how  they  came  into 
existence.  There  were  four  doctors  who  were  the  primary  owners, 
four  who  have  controlling  stock.  Since  then,  another  35  or  so  physi- 
cians have  come  aboard,  bringing  the  number  to  somewhere  close 
to  40,  who  are  owners  of  this  hospital. 

Senator  Smith.  I  want  to  join  my  colleagues,  again,  in  thanking 
you,  Mike.  Your  testimony  sets  the  emotional  bar  for  the  work  that 
we  and  CMS  need  to  do  on  the  whole  category  of  physician-owned 
hospitals.  I  am  not  against  people  making  a  profit. 

Rev.  Wilson.  Of  course. 
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Senator  Smith.  I  am  for  consumers  having  all  the  information 
necessary,  and  I  certainly  think  it  is  apparent  we  need  to  have 
some  standards  that  patients  can  expect  to  be  met  if  they  go  to  this 
hospital  or  another.  There  just  ought  to  be  that  threshold  in  Amer- 
ica. 

I  just  wanted  to  say  publicly  how  sorry  I  am  for  your  loss.  I  hope 
you  will  express  to  your  father  the  same.  But  I  thank  you  for  your 
courage,  and  your  family's,  and  the  good  you  are  trying  to  find  in 
this  tragic  family  experience. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Do  you  have  any  more  questions? 

Senator  Baucus.  No,  thank  you.  I  just  thank  you  for  your  testi- 
mony, very,  very  much.  Appreciate  it. 

The  Chairman.  And  we  thank  you  very  much  for  your  testimony, 
and  we  thank  you  for  coming.  You  are  welcome  to  stay  if  you  want 
to  hear  the  rest  of  the  testimony  from  other  people. 

Rev.  Wilson.  Thank  you  very  much. 

The  Chairman.  Thank  you  very  much. 

I  think  Dr.  McClellan  is  not  here  right  now.  If  he  does  not  show 
up,  then  we  will  go  on  to  the  third  panel.  We  will  wait  just  a  mo- 
ment. 

[Pause.] 

The  Chairman.  We  thank  you  very  much  for  coming,  Dr.  McClel- 
lan. For  those  of  you  who  do  not  know  Dr.  McClellan,  he  appears 
before  this  committee  very  often.  He  has  been  very  thorough  in  his 
testimony  and  very  helpful  to  this  committee. 

Most  recently,  as  we  expressed  concerns  to  him  about  the  imple- 
mentation of  the  Part  D  drug  program,  and  as  it  turned  out  now, 
4  or  5  months  later  after  we  first  met  with  him,  it  has  turned  out 
to  have  a  very  successful  sign-up.  We  thank  you  for  your  leadership 
in  that  area,  and  we  know  it  is  going  to  continue. 

It  is  very  important,  for  those  of  you  who  are  in  the  audience, 
for  people  who  administer  our  laws — and  in  this  case  it  is  Dr. 
McClellan — people  who  make  tough  decisions,  to  do  so  with  an  un- 
derstanding of  those  who  are  impacted  by  their  decision. 

So,  he  is  here  to  discuss  the  3-month  interim  report  on  strategic 
and  implementing  plans  for  specialty  hospitals.  The  interim  report 
was  issued,  as  I  said  in  my  opening  statement,  by  his  agency  last 
week. 

The  interim  report  was  mandated  by  section  5006  of  the  Deficit 
Reduction  Act  of  2005,  and  that  provision  required  the  Secretary 
of  Health  and  Human  Services  to  issue  the  interim  report  3 
months  prior  to  the  full  Strategic  and  Implementing  Plan  on  Spe- 
cialty Hospitals. 

When  Congress  passed  the  Deficit  Reduction  Act,  it  was  envi- 
sioned that  the  strategic  and  implementing  plan  would  be  more 
than  just  another  report  to  Congress  and  would  include  meaningful 
disclosure  requirements. 

I  trust  that  Dr.  McClellan's  testimony  will  address  this  point,  as 
well  as  provide  the  next  steps  that  the  law  requires  in  creating 
that  final  strategic  and  implementing  plan.  Thank  you  very  much. 
We  have  given  you  extra  time,  so  proceed. 
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STATEMENT  OF  HON.  MARK  McCLELLAN,  ADMINISTRATOR, 
CENTERS  FOR  MEDICARE  AND  MEDICAID  SERVICES,  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES,  WASH- 
INGTON, DC 

Dr.  McClellan.  Thank  you  very  much,  Mr.  Chairman,  Senator 
Baucus.  I  appreciate  the  opportunity  to  talk  with  you  about  the 
critically  important  topic  of  the  quality  of  care  that  our  bene- 
ficiaries receive. 

I  want  to  start  by  sa3dng  that,  as  a  physician,  it  is  unacceptable 
that  a  patient  in  this  country  could  get  care  like  we  have  heard 
about  this  morning,  and  I  want  to  offer  my  condolences  to  Rev.  Wil- 
son and  his  family  for  their  loss.  Their  mother  seems  like  a  won- 
derful woman.  This  should  never  happen,  and  CMS  is  in  the  proc- 
ess of  terminating  the  hospital  from  the  Medicare  program. 

Tragically,  things  like  this  that  never,  ever  should  happen  in  our 
health  care  system  do  happen  every  single  day.  Last  year,  for  ex- 
ample, 84  patients  got  surgery  on  the  wrong  part  of  their  body; 
hundreds  of  patients  died  of  infections  they  got  after  they  were  ad- 
mitted to  a  hospital. 

Our  quality  oversight  activities  are  designed  to  prevent  this  by 
prohibiting  payments  to  pro\dders  that  do  not  meet  appropriate 
standards  of  care.  We  would  like  to  work  with  you  to  do  more  to 
prevent  poor  care  that  should  never  happen.  As  Senator  Smith 
said,  if  there  is  a  silver  lining  to  these  tragic  events,  it  is  that  they 
remind  us  of  the  opportunity  for  action. 

With  that  goal  in  mind,  I  would  like  to  describe  the  application 
of  our  quality  standards  and  the  new  steps  we  are  taking  to  im- 
prove quality  of  care  in  hospitals. 

Rev.  Wilson  put  it  best:  we  need  hospitals  that  are  well  run,  and 
that  demonstrate  that  by  putting  patients  first.  That  is  what  we 
should  be  supporting. 

Our  quality  standards  apply  to  all  hospitals,  whether  a  facility 
is  rural  or  urban,  for-profit  or  nonprofit.  These  quality  require- 
ments are  enforced  through  Medicare's  Conditions  of  Participation 
and  the  survey  and  certification  process. 

When  CMS  receives  a  credible  report  of  a  quality  concern,  the 
agency  authorizes  State  survey  agencies  to  investigate.  We  did  this 
thousands  of  times  in  the  past  year.  If  there  is  evidence  of  per- 
sistent problems  at  a  particular  hospital,  one  of  our  regional  ofiices 
will  conduct  a  Federal  survey.  This  is  what  happened  in  the  case 
of  this  specialty  hospital  in  Oregon,  and  this  is  what  is  leading  to 
the  hospital  termination. 

CMS  used  this  targeted  approach  with  inspections  because,  as 
you  know,  the  agency  has  a  limited  budget  for  survey  and  certifi- 
cation. For  the  past  2  years,  our  survey  and  certification  functions 
for  Medicare  have  been  funded  at  levels  well  below  the  President's 
budget  request,  and  I  look  forward  to  continuing  to  work  with  this 
committee  to  ensure  the  agency  receives  continued  strong  support 
for  these  essential  functions. 

At  the  same  time,  we  also  believe  that  Medicare  can  do  more 
through  its  payment  system  to  improve  quality  and  prevent  ad- 
verse events  in  hospitals.  This  is  particularly  important,  as  it  pro- 
vides an  opportunity  to  improve  care  and  identify  quality  issues 
sooner  before  quality  problems  result  in  serious  adverse  events. 
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CMS  has  worked  with  a  number  of  key  stakeholders  through  the 
Hospital  Quality  Alliance  to  develop  a  shared  national  strategy  for 
improving  the  quality  of  care  provided  at  all  hospitals,  including 
physician-owned  specialty  hospitals. 

The  authority  to  adjust  pa)nnents  and  collect  quality  measures 
was  initiated  in  the  Medicare  Modernization  Act,  that  very  impor- 
tant law  that  you  mentioned  at  the  outset,  and  it  was  expanded 
through  the  Deficit  Reduction  Act.  This  gives  us  a  solid  foundation 
for  not  just  passable  performance,  but  high-quality  performance  in 
our  health  care  system. 

I  appreciate  and  support  your  leadership  in  building  on  these 
steps  by  implementing  performance-based  payments.  Patients 
should  know  not  just  that  a  hospital  has  met  minimum  standards, 
but  whether  it  is  achieving  up-to-date  and  error-free  care,  and  hos- 
pitals need  better  rewards  and  support  for  improving  quality  above 
the  minimum  standards. 

If  we  truly  want  to  prevent  quality  problems,  there  is  no  place 
for  pa3ring  for  poor  care  every  day  that  should  not  happen  at  all. 
The  Deficit  Reduction  Act  will  allow  CMS,  beginning  in  2008,  to 
adjust  payments  for  hospital-acquired  infections,  which  many  hos- 
pitals have  shown  can  be  reduced,  if  not  eliminated  entirely, 
through  evidence-based  medical  practices. 

We  should  build  on  this  step.  CMS  is  now  considering  adminis- 
trative and  legislative  changes  to  address  "never"  events.  These  are 
serious,  preventable  medical  errors  that  should  never  happen.  I 
mentioned  a  few  "never"  events  that  are  currently  regular  occur- 
rences in  this  country,  like  surgery  on  the  wrong  body  part. 

There  are  many  others:  foreign  bodies  left  in  patients  after  sur- 
gery, mismatched  blood  transfusions,  major  medication  errors, 
major  pressure  ulcers  acquired  during  a  hospital  stay,  and  prevent- 
able post-operative  deaths. 

Paying  for  "never"  events,  and  in  many  cases  paying  more  for 
such  events,  is  contrary  to  the  goal  of  getting  better-quality  care 
through  how  we  pay.  We  just  cannot  afford  to  keep  paying  for 
things  that  should  not  be  happening. 

We  cannot  afford  it  from  the  standpoint  of  Medicare's  finances 
and,  more  importantly,  we  cannot  afford  it  from  the  standpoint  of 
our  beneficiaries'  health.  We  want  to  eliminate  payments  for 
"never"  events,  and  we  want  to  work  with  you  to  make  this  hap- 
pen. 

CMS  has  also  taken  more  immediate  steps  designed  to  improve 
quality  by  more  accurately  reflecting  the  cost  of  providing  care  in 
hospitals.  Payments  that  accurately  reflect  resource  needs  create  a 
level  financial  playing  field  for  all  hospitals  and  discourage  hos- 
pitals fi'om  concentrating  on  certain  services  because  they  are  more 
profitable  rather  than  because  they  are  more  needed  by  patients. 

In  particular,  we  have  proposed  the  most  important  reforms  in 
the  Diagnosis-Related  Group  payment  system  for  hospitals  since 
this  system  was  created  more  than  20  years  ago.  CMS  has  also  re- 
sponded to  concerns  raised  by  Congress  and  others  regarding  phy- 
sician-owned specialty  hospitals. 

CMS  implemented  the  whole  hospital  exception  moratorium  that 
you  mentioned  earlier,  Mr.  Chairman,  for  new  specialty  hospitals 
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as  part  of  the  Medicare  Modernization  Act.  That  moratorium  began 
on  December  8,  2003  and  ended  on  June  8,  2005. 

During  this  period  of  time,  new  physician-owned  specialty  hos- 
pitals, except  those  that  were  found  to  be  in  existence  or  under  de- 
velopment as  of  November  18,  2003,  were  unable  to  take  advantage 
of  the  whole  hospital  exception  of  the  physician  self-referral  law. 

In  other  words,  these  physician-owned  specialty  hospitals  were 
prohibited  from  billing  Medicare  for  services  furnished  to  patients 
referred  to  the  specialty  hospital  by  a  physician  owner.  It  is  impor- 
tant to  be  clear  that  the  moratorium  did  not  prevent  these  hos- 
pitals from  opening  or  from  receiving  a  Medicare  provider  number. 

It  also  did  not  prevent  the  physician-owned  specialty  hospitals 
from  billing  Medicare  so  long  as  the  services  were  provided  to  pa- 
tients other  than  those  referred  to  the  specialty  hospital  by  its 
owners. 

Now,  although  CMS  did  not  have  the  regulatory  authority  to  ex- 
tend this  moratorium,  we  took  action  after  it  expired  to  suspend 
the  enrollment  of  all  new  specialty  hospitals  while  we  reviewed  our 
enrollment  procedures. 

The  Deficit  Reduction  Act  built  on  this  action  by  the  agency.  It 
continued  our  enrollment  suspension  until  we  developed  the  stra- 
tegic and  implementing  plan  you  mentioned  regarding  physician 
investment  in  specialty  hospitals,  and  I  look  forward  to  discussing 
that  with  you  further. 

In  response  to  this  mandate,  we  issued  an  interim  report  last 
week,  as  you  referenced.  The  report  described  the  legislative  and 
administrative  action  taken  to  date  regarding  specialty  hospitals.  It 
outlined  the  data  that  the  agency  needs  to  address  the  investment 
issues,  including  the  transparency  you  mentioned,  as  raised  in  the 
Deficit  Reduction  Act. 

As  part  of  the  interim  report,  CMS  is  now  surve5dng  specialty 
and  general  acute  care  hospitals  about  physician  investment  inter- 
ests and  the  provision  of  care  to  low-income  and  charity  patients. 

This  survey  will  be  used  to  develop  the  final  report  and  the  stra- 
tegic plan  that  we  will  release  later  this  year,  and  we  look  forward 
to  your  strong  interest  in  this  issue  and  your  continued  input  in 
making  sure  that  that  strategic  plan  is  implemented  effectively. 

We  are  also  very  interested  in  comments  from  others  in  the  pub- 
lic on  how  we  can  promote  the  availability  of  accurate  information 
and  disclosure  of  physician  investments  in  hospitals,  and  how  we 
can  support  enforcement  against  improper  investment. 

Evaluating  the  propriety  of  financial  investment  goes  beyond  our 
usual  mandate  at  CMS,  and  goes  beyond  our  capacities  to  promote 
quality  care  and  to  pay  appropriately  for  care  provided  to  our  bene- 
ficiaries. 

Consequently,  we  are  also  assessing  the  extent  to  which  the  Of- 
fice of  the  Inspector  General  and  other  Federal  agencies,  as  well  as 
State  agencies,  have  authorities  that  can  be  supported  by  the  infor- 
mation that  we  develop  to  prevent  investments  that  are  not  bona 
fide  or  that  have  dubious  rates  of  return.  Again,  we  look  forward 
to  continuing  to  work  with  you  closely  as  we  finalize  our  strategic 
plan. 

I  want  to  thank  you  for  this  opportunity  to  discuss  our  efforts  to 
improve  quality  of  care  in  hospitals.  I  am  very  sorry  about  the  oc- 
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casion  that  brings  us  together,  but,  again,  if  there  is  a  silver  Uning 
here,  it  is  that  we  can  find  better  ways  to  use  our  limited  resources 
to  move  forward  with  major  reforms  to  our  payment  systems  to  im- 
prove quality  and  assure  a  level  pla5dng  field. 

As  I  have  made  clear  today,  these  reforms  should  also  include 
eliminating  payments  to  hospitals  for  "never"  events.  I  want  to 
thank  the  committee  for  its  attention  to  these  crucial  quality 
issues,  and  I  welcome  any  questions  that  you  have. 

[The  prepared  statement  of  Dr.  McClellan  appears  in  the  appen- 
dix.] 

The  Chairman.  I  will  not  go  back  through  the  dates  about  the 
moratorium,  because  I  think  they  are  well  in  your  mind. 
Dr.  McClellan.  Yes. 

The  Chairman.  We  heard  testimony  earlier  about  the  death  of  a 
patient  resulting  from  treatment  at  Physicians'  Hospital.  This  hos- 
pital received  its  provider  number  in  January  2005,  right  in  the 
middle  of  the  moratorium. 

It  is  my  understanding  that  CMS  is  collecting  in  excess  of 
$500,000  in  payments  made  by  Medicare  during  the  moratorium. 
Further,  it  has  come  to  our  attention  that  CMS  is  seeking  in  excess 
of  $100,000  for  Medicare  payments  from  another  moratorium  viola- 
tor. 

According  to  your  agency's  own  data,  43  new  specialty  hospitals 
have  opened  since  the  moratorium,  9  during  the  CMS  administra- 
tive moratorium.  Can  you  tell  me  why  CMS  did  not  enforce  the 
moratorium,  except  in  two  instances  after  Congress  pointed  out  the 
lack  of  enforcement? 

Dr.  McClellan.  That  is  a  very  good  question  that  goes  to  under- 
standing exactly  what  was  and  was  not  included  in  the  moratorium 
enacted  by  Congress  and  the  Medicare  Modernization  Act. 

That  was  a  moratorium  on  the  so-called  "whole  hospital  excep- 
tion" under  the  Stark  referral  law.  What  that  means  is,  specialty 
hospitals  that  had  not  opened  before  November  18,  2003  were  not 
able  to  bill  for  patients  who  had  been  referred  to  those  hospitals 
by  a  physician  owner. 

It  was  not  a  prohibition  on  opening.  It  was  not  a  prohibition  on 
getting  a  Medicare  provider  number.  It  was  not  even  a  prohibition 
on  billing  Medicare  at  all.  But  it  was  a  prohibition,  a  moratorium, 
on  billing  for  patients  who  had  been  referred  by  the  owners  of  the 
hospital. 

So,  because  we  take  our  enforcement  of  this  moratorium  seri- 
ously, and  we  know  this  is  extremely  important  to  you,  we  have 
gone  back  and  looked  carefully  at  the  billing  that  has  occurred  to 
Medicare  by  physician-owned  hospitals  during  this  time  period. 

We  have  investigated,  as  you  said,  and  found  two  hospitals,  in- 
cluding this  one  in  Oregon,  that  were  billing  improperly  for  pa- 
tients who  had  been  referred  by  the  physician  owners.  So  we  are 
collecting  that  money  back. 

That  is  the  way  our  billing  systems  work,  as  you  know.  We  con- 
duct fraud  and  program  integrity  protections  by  reviewing  the  bill- 
ing information  that  comes  in. 

So,  we  have  been  collecting  that  money  from  the  hospitals  that 
billed  improperly,  and  we  are  continuing  to  look  closely  at  whether 
there  were  any  other  improper  billings.  As  you  mentioned,  the  hos- 
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pital  included  here  had  significant  billings,  half  a  million  dollars, 
over  the  first  half  of  2005. 

The  Chairman.  Then  could  you  tell  me,  why  did  you  choose  to 
enforce  the  administrative  moratorium  more  stringently  than  the 
Congressionally  passed  moratorium? 

Dr.  McClellan.  Well,  we  believe  that  there  do  need  to  be  a 
number  of  important  changes  related  to  payment,  oversight,  and 
disclosure  for  specialty  hospitals,  and  that  is  reflected  in  the  in- 
terim report  that  we  issued  earlier  this  month.  It  is  also  reflected 
in  my  prior  testimony  on  this  issue,  and  the  testimony  of  other 
members  of  my  staff  at  CMS. 

The  moratorium  that  we  imposed  was  on  issuing  new  provider 
numbers.  We  did  not  have  the  statutory  authority  to  discontinue 
an  exception  to  the  Stark  law.  That  is  something  that  is  set  in  stat- 
ute. That  whole  hospital  exception  is  a  feature  of  the  statute  and 
is  not  something  we  can  change  administratively. 

But  we  felt  we  did  have  the  authority  to  suspend  new  enroll- 
ments in  the  Medicare  program  of  new  specialty  hospitals,  and  that 
is  what  we  did  last  year.  That  moratorium  on  new  enrollments  is 
continuing,  in  effect,  right  now  until  we  finish  this  specialty  hos- 
pital strategic  plan. 

The  Chairman.  Yes. 

Dr.  McClellan,  as  you  mentioned,  the  Deficit  Reduction  Act  in- 
cluded a  requirement  that  CMS  issue  a  strategic  and  implementing 
plan  for  specialty  hospitals.  When  Congress  included  this  provision, 
we  discussed  that  this  strategic  plan  would  be  more  than  a  report. 

You  gave  me  your  personal  guarantee  that  this  would  include 
meaningful  disclosure  requirements  for  physician  investors  in  spe- 
cialty hospitals,  as  well  as  enforced  prohibitions  on  shaky  back- 
door investment  deals  in  specialty  hospitals. 

You  just  testified,  I  believe,  that  you  would  proceed  with  more 
than  just  mere  disclosure  requirements.  Will  you  publicly  reaffirm 
that  guarantee  that  you  made  to  me,  that  this  strategic  plan  will 
be  more  than  another  report  and  require  more  than  just  disclo- 
sures, and  also  include  enforcement  against  improper  investments? 

Dr.  McClellan.  Well,  we  definitely  intend  for  this  report  to  be 
more  than  just  another  paper  that  gathers  dust  on  a  shelf.  It  is  al- 
ready including  the  most  fundamental  reforms  in  Medicare's  pay- 
ment mechanisms  for  hospitals  in  more  than  20  years  to  get  at  this 
issue  of  some  patients  just  being  inherently  too  profitable  imder 
our  current  payment  mechanisms. 

It  includes  new  requirements  on  specialty  hospitals  under  the  so- 
called  EMTALA  law,  and  right  now  we  are  conducting  a  major  sur- 
vey of  financial  investments  by  physician  owners  in  these  hospitals. 

We  intend  to  use  that  information,  as  I  mentioned  in  my  testi- 
mony, and  share  it  with  the  Office  of  Inspector  General  and  other 
State  and  Federal  regulatory  agencies  that  have  oversight  ability 
for  improper  investments,  for  kickbacks  and  other  investments  that 
should  not  take  place  in  our  health  care  system. 

We  are  going  to  help  provide  them  with  the  information  they 
need  to  enforce  those  investments  properly,  so  that  means  we  are 
going  to  be  going  beyond  just  issuing  a  report.  We  are  going  to  be 
taking  some  important  steps  to  get  to  more  disclosure  of  relevant 
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information  so  that  we  can  help  prevent  any  improper  investments 
in  hospitals. 

The  Chairman.  And  then  you  would  enforce  against  the  im- 
proper investment? 

Dr.  McClellan.  Well,  we  use  the  enforcement  authority  that  we 
have  under  the  law.  As  you  know,  there  are  two  kinds  of  statutory 
authorities  that  I  think  are  relevant  here.  One  is  our  authority 
under  the  whole  hospital  exception,  the  Stark  law,  to  enforce  re- 
strictions against  improper  referral. 

So  if  a  physician  owner  makes  a  referral  that  is  not  accepted 
under  the  Stark  law,  then  we  are  able  to  recoup  those  payments, 
as  we  are  doing  in  the  case  of  certain  specialty  hospitals,  and  make 
sure  that  Medicare  payments  do  not  go  to  physicians  who  are  refer- 
ring patients  to  their  own  facilities  improperly. 

But  the  other  relevant  law  here  is  the  anti-kickback  law  that  is 
enforced  by  the  Office  of  Inspector  General,  and  that  law  is  de- 
signed to  prevent  improper  investments  to  help  promote  bona  fide 
investments  and  prevent  excessive  rates  of  return,  again,  for  finan- 
cial gain.  So  we  will  be  working  with  the  OIG  to  make  sure  that 
those  provisions  are  enforced  effectively. 

The  Chairman.  I  think  you  are  telling  me  what  I  want  to  hear, 
but  I  want  to  

Dr.  McClellan.  Well,  I  am  trying  to.  It  is  a  little  bit  com- 
plicated. 

The  Chairman.  Between  the  two  approaches,  you  are  telling  me 
that  what  we  have  talked  about,  that  we  will  have  enforcement  one 
way  or  the  other  against  improper  investments. 

Dr.  McClellan.  And  that  we  will  need  to  work  with  the  Office 
of  Inspector  General.  I  know  you  worked  closely  with  that  office 
and  have  an  excellent  relationship  with  them  as  well.  We  will  need 
to  work  with  them  because  their  office,  and  other  Federal  and 
State  agencies,  have  the  enforcement  authority  for  kickbacks  and 
related  improper  investments. 

The  Chairman.  While  Senator  Baucus  is  asking  his  questions,  I 
will  find  out  if  that  is  enough  of  an  answer  for  me. 

Dr.  McClellan.  All  right. 

Senator  Baucus.  Thank  you,  Mr.  Chairman. 

Is  it  true.  Dr.  McClellan,  that  specialty  hospitals  care  for 
healthier,  more  profitable  patients  compared  with  other  hospitals? 

Dr.  McClellan.  They  do,  according  to  a  lot  of  the  studies  that 
have  been  performed,  including  one  that  we  did. 

Senator  Baucus.  Why  do  you  suppose  that  is? 

Dr.  McClellan.  Well,  for  a  couple  of  reasons.  Different  hospitals 
specialize  in  different  kinds  of  patients.  There  are  not  just  specialty 
hospitals,  but  limited  service,  general  hospitals,  critical  access  hos- 
pitals in  rural  areas  that  do  not  have  a  full  line  of  medical  services 
for  the  most  severely  ill  patients. 

Senator  Baucus.  I  am  talking  about  in  a  metropolitan  area.  I  am 
not  talking  about  rural  areas.  I  am  talking  about  metropolitan 
areas  with  a  lot  of  hospitals.  Is  it  not  true  that  specialty  hospitals 
tend  to  get  the  healthier,  more  profitable  patients? 

Dr.  McClellan.  Well,  I  think  what  you  are  getting  at  is  the 
other  reason  I  was  going  to  mention,  and  that  is  our  payment  sys- 
tems, right  now,  pay  better  for  certain  kinds  of  patients. 
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Senator  Baucus.  All  right. 

Dr.  McClellan.  There  are  patients  who  are  less  severely  ill  who 
need  elective  procedures  that  tend  to  be  lower  cost.  Right  now,  our 
reimbursement  system  pays  more  for  those  kinds  of  patients. 

Senator  Baucus.  How  many  general  practitioner/family  practi- 
tioner specialty  hospitals  are  there,  where  that  is  all  they  do? 

Dr.  McClellan.  Very  few.  The  specialty  hospitals  do  specialize. 

Senator  Baucus.  And  again,  why  do  they  specialize?  It  is  money. 
Let  us  be  honest  about  it.  It  is  money.  That  is  where  the  money 
is.  What  are  the  procedures  generally  at  specialty  hospitals  that 
are  compensated  a  lot  more?  What  are  they? 

Dr.  McClellan.  Well,  that  is  why  we  need  to  change  our  pay- 
ment systems. 

Senator  Baucus.  Tell  me  what  they  are.  They  are  cardiac. 
Dr.  McClellan.  Cardiac,  orthopedic. 
Senator  Baucus.  Orthopedic. 

Dr.  McClellan.  Some  specialize  in  other  types  of  relatively 
minor  general  surgical  procedures. 

Senator  BAUCUS.  Because  that  is  where  the  money  is. 

Dr.  McClellan.  That  is  where  the  money  is. 

Senator  Baucus.  It  is  kind  of  like  Willy  Sutton. 

Dr.  McClellan.  Yes.  I  agree  completely  with  that,  so  I  am  not 
disagreeing  with  you.  I  would  just  also  add  that  there  are  other  fa- 
cilities that  are  not  specialty  hospitals  that  also  specialize  or  ex- 
pand into  other  kinds  of  services. 

Senator  Baucus.  But  for  other  reasons.  Not  to  get  money,  but  for 
other  reasons.  You  mentioned  critical  access.  Let  us  be  honest  here. 
Please  be  straight  with  me  on  this.  You  mentioned  critical  access. 
That  is  irrelevant  to  the  question  we  are  addressing  here.  You  are 
going  to  find  no  specialty  hospitals  out  in  Circle,  MT. 

Dr.  McClellan.  Right.  There  are  none. 

Senator  BAUCUS.  'Hiose  are  critical  access,  a  different  kind  of 
provider. 

Dr.  McClellan.  Getting  back  to  urban  areas  

Senator  BAUCUS.  Let  us  get  back  to  big,  urban  areas. 

Dr.  McClellan  [continuing! .  There  are,  in  addition  to  specialty 
hospitals  that  have  increased  service  for  certain  kinds  of  patients, 
general  hospitals  that  have  built  new  wings  that  specialize  in  the 
same  kinds  of  patients.  They  have  increased  their  capacity  for  the 
same  types  of  speciadized  services. 

I  do  think  that  there  is  a  financial  problem  here  and  that  we  are 
paying  too  much  for  these  kinds  of  patients,  and  that  is  why  we 
have  to  reform  our  payment  system. 

Senator  Baucus.  So  what  are  you  going  to  do  about  that?  How 
much  are  you  going  to  knock  down  DRG  payments  to  these  special- 
ists? What  percentage,  roughly? 

Dr.  McClellan.  In  the  inpatient  rule  that  we  announced,  I  be- 
lieve the  reduction  for  some  of  the  types  of  specialty  hospitals  is  on 
the  order  of  11  percent,  so  that  is  a  big  difference  in  payments.  Ac- 
cording to  MedPAC,  these  steps  would  make  a  huge  difference  in 
getting  rid  of  the  over-payments  that  now  exist  for  certain  kinds 
of  patients. 

Senator  Baucus.  And  what  do  you  think  the  over-pajrment  rate 
is  today? 
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Dr.  McClellan.  According  to  MedPAC,  I  think  their  estimates 
were  in  the  9  percent  range.  So  we  are  aiming  to  get  at  most,  if 
not  all,  of  this  differential  between  payments  that  we  are  making 
and  the  cost  of  caring  for  the  patients. 

Senator  Baucus.  But  that  is  not  going  to  address  the  separate 
problem  here,  and  that  is  self-referral.  You  can  get  the  rates  down 
all  even-Steven,  but  then  you  have  the  self-referral  problem.  That 
is,  where  there  is  a  financial  interest  to  refer  to  me  because  I  get 
paid  more  if  you  do  it  in  my  facility. 

Dr.  McClellan.  That  is  right.  The  Stark  law,  as  you  know,  the 
self-referral  law,  puts  a  lot  of  restrictions  on  how  physicians  can 
refer  patients  for  services  that  they  own. 

Senator  Baucus.  That  is  correct. 

Dr.  McClellan.  But  there  is  a  whole  hospital  exception  built 
into  the  law. 

Senator  Baucus.  I  am  just  talking  about  policy  for  a  moment. 
We  have  self-referrals  to  labs  that  are  banned.  Is  that  not  correct? 
Dr.  McClellan.  Right.  That  is  correct. 

Senator  Baucus.  And  what  other  medical  services  are  there  with 
self-referral? 

Dr.  McClellan.  Imaging  procedures.  Restrictions  exist  for  imag- 
ing procedures. 

Senator  Baucus.  Imaging  is  another  one.  What  else? 

Dr.  McClellan.  Well,  one  of  the  major  cases  that  is  allowed  is 
the  whole  hospital  exception.  Most  other  types  of  physician  self- 
referral  are  restricted  under  the  law. 

Senator  Baucus.  But  if  there  are  restrictions  on  self-referral 
there,  why  should  there  not  be  restrictions  on  self-referral  with  re- 
spect to  specialty  hospitals?  Just  as  a  matter  of  policy,  what  is  dif- 
ferent? 

Dr.  McClellan.  Well,  I  believe  the  policy  intent  is,  because  the 
investment  is  in  a  whole  hospital,  a  whole  set  of  procedure  services 
for  patients,  there  is  not  the  same  kind  of  narrow,  direct  ties  that 
there  would  be  with  an  imaging  machine  or  

Senator  Baucus.  I  am  talking  about  specialty  hospitals,  like  Phy- 
sicians'. 

Dr.  McClellan.  Right.  I  think  that  is  what  I  am  talking  about 
as  well.  The  investment  is  in  the  whole  facility.  I  think  many  of 
the  physician  owners  would  argue  that,  because  they  are  involved 
in  decisions  about  the  management  of  the  hospital  rather  than — 
I  have  talked  to  a  lot  of  these  physicians  myself. 

They  do  not  like  what  they  call  the  "suits"  in  hospital  manage- 
ment. They  think  that  physicians  should  be  in  charge  of  making 
decisions  about  what  is  best  for  the  hospital,  what  types  of  activi- 
ties the  hospital  should  engage  in  to  serve  patients  the  best.  They 
would  rather  have  physicians  involved  in  management  decisions 
than  non-physicians  who  are  focused  more  on  finances. 

Senator  Baucus.  You  are  not  answering  my  question. 

Dr.  McClellan.  I  am  trying  to. 

Senator  Baucus.  I  know,  but  you  are  trying  to  in  a  certain  little 
very  clever  way.  I  am  not  asking  you  what  physicians  want.  I  am 
aslang  you,  what  is  good  public  policy? 

Dr.  McClellan.  And  I  think  that  is  the  argument.  Look,  right 
now  for  general  hospitals  there  is  a  disconnect.  We  pay  physicians 
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in  one  way,  we  pay  the  hospitals  another  way.  There  are  a  lot  of 
good  reasons  for  that. 

On  the  other  hand,  it  can  get  in  the  way  of  the  managers  in  a 
hospital  working,  as  well  as  possible,  aligning  as  well  as  possible, 
with  the  physicians  to  promote  quality  care  and  avoid  unnecessary 
costs. 

Now,  we  do  not  have  a  health  care  system  that  does  that  today. 
There  are  a  lot  of  good  ideas,  I  think,  and  you  will  hear  some  on 
the  next  panel,  how  hospitals  might  be  better  able  to  support  phy- 
sicians to  deliver  quality  care  more  effectively  if  we  had  better  pay- 
ment systems  there  as  well.  But  that  is  why  we  need  the  kinds  of 
reforms  in  our  payment  system  that  I  have  just  been  talking  about. 

Senator  Baucus.  To  be  honest,  I  think  the  reforms  in  the  pay- 
ment system  that  you  are  talking  about  are  within  the  context  to- 
tally in  the  current  system.  They  do  not  get  at  what  you  just  men- 
tioned, where  doctors  can  be  involved.  It  is  a  whole  zero-sum  game, 
kind  of  a  holistic  sense  of  health  care  in  the  institution.  That  is  a 
whole  different  thing. 

Dr.  McClellan.  It  is,  but  with  the  steps  that  we  are  taking  right 
now  because  of,  frankly,  your  leadership  and  Chairman  Grassle/s, 
we  are  much  closer  than  ever  before. 

You  all  had  a  landmark  piece  of  legislation  last  year  on  paying 
for  better  performance  in  health  care  generally,  including  in  hos- 
pitals, where  hospitals  and  the  doctors  would  get  paid  more  when 
patients  have  better  outcomes  and  when  overall  costs  of  care  are 
lower. 

That  is  what  we  ought  to  be  aiming  for.  And  you  are  right  that 
we  are  in  a  payment  system  right  now  that  is  a  long  way  from 
there,  but  we  have  made  a  lot  of  progress,  and  I  think  we  should 
keep  making  more. 

Senator  Baucus.  My  time  is  about  to  expire,  but  I  have  one  more 
question,  if  I  might. 

The  Chairman.  Yes. 

Senator  Baucus.  That  is,  you  administratively  extended  the  mor- 
atorium, and  then  Congress  came  along  and  said,  yes,  that  is  the 
right  thing  to  do. 

Now,  what  was  your  authority  to  administratively  extend  that 
moratorium? 

Dr.  McClellan.  We  have  the  authority  to  determine  cir- 
cumstances under  which  Medicare  issues  Medicare  provider  num- 
bers for  participation  in  the  program.  We  have  regulatory  authority 
there  to  determine  some  aspects,  at  least,  of  what  constitutes  an 
appropriate  provider  in  the  Medicare  program. 

We  believe  that  we  needed  to  review  our  Medicare  provider  en- 
rollment process  in  light  of  further  developments  in  the  hospital  in- 
dustry, and  this  is  including  some  of  these  developments  related  to 
specialty  hospitals.  So,  that  is  the  authority  that  we  use. 

Senator  Baucus.  Will  you  have  the  same  authority  on  August 
10? 

Dr.  McClellan.  Well,  a  lot  of  the  reason  for  our  moratorium  on 
issuing  enrollment  numbers  was  because  we  wanted  to  review 
whether  our  definition  of  a  hospital  was  keeping  up  with  the  care 
that  should  be  provided  in  hospitals  today,  because  many  specialty 
hospitals,  for  example,  offer  a  lot  of  outpatient  care  as  well. 
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Part  of  the  question  was  whether  a  better  definition  of  a  hospital 
might  Hmit  enrollment  as  an  inpatient  hospital  for  certain  kinds  of 
facilities.  We  have  looked  at  that  a  lot  since  then. 

There  does  not  seem  to  be  an  easy  definition  based  on  something 
like  percentage  of  inpatient  services,  so  we  have  reached  some  con- 
clusions about  whether  or  not  our  enrollment  rules  are  appropriate, 
and  I  do  not  think  that  is  something  we  can  continue  indefinitely. 
It  depends  on  whether  there  are  any  very  important  unresolved 
issues  about  whether  our  current  Medicare  enrollment  rules  are 
adequate. 

Senator  Baucus.  So  what  is  the  answer? 

Dr.  McClellan.  So  I  do  not  think  the  same  kind  of  reasons  

Senator  Baucus.  I  did  not  ask  that. 

Dr.  McClellan.  No,  I  do  not  think  so,  not  past  August. 

Senator  Baucus.  You  feel,  even  though  you  had  the  prior  author- 
ity on  your  own  administratively,  are  you  telling  this  committee 
now  that  when  the  legislatively  mandated  authority  expires  on, 
what  is  it,  August  8,  9,  something  like  that,  you  are  telling  me  that 
although  you  had  the  administrative  power  before,  that  you  do  not 
have  the  administrative  power? 

Dr.  McClellan.  Senator,  the  reason  we  used  that  administrative 
power  before  is,  we  had  some  unanswered  questions  about  the  ade- 
quacy of  our  definition. 

Senator  Baucus.  If  I  might  ask,  what  are  the  questions  and 
what  are  the  answers? 

Dr.  McClellan.  The  question  was,  is  our  definition  of  a  hospital 
appropriate  given  some  of  the  recent  trends  in  the  hospital  indus- 
try? So  we  looked  at  whether  we  should  change  that  definition  to 
exclude  hospitals,  for  example,  that  had  below  a  certain  percentage 
of  inpatient  services. 

On  looking  more  closely,  there  are  many  hospitals,  including 
some  in  the  rural  areas,  including  some  in  urban  areas,  that  spe- 
cialize in  certain  types  of  care,  much  of  which  is  delivered  on  an 
outpatient  basis  today. 

We  did  not  see  a  way  of  changing  our  definition  that  would  not 
also  have  excluded  many  general  hospitals  or  many  hospitals  in 
rural  areas  that  we  think  are  providing  legitimate  and  effective 
services.  So,  I  do  not  think  we  can  extend  the  same  thing. 

Senator  Baucus.  I  am  asking  you  to  revisit  that  question,  to 
keep  an  open  mind. 

Dr.  McClellan.  All  right. 

Senator  Baucus.  And  I  am  asking  you  just  that. 

Dr.  McClellan.  I  will  keep  in  touch  with  you  about  that. 

Senator  Baucus.  Keep  revisiting  that  question.  I  am  quite  dis- 
appointed for  you  to  summarily  say  you  do  not  have  the  power 
now,  but  you  had  then.  I  just  ask  you  to  keep  looking  at  that. 

Dr.  McClellan.  I  will  do  so.  We  will  keep  talking  with  you 
about  that. 

Senator  Baucus.  And  not  have  a  closed  mind  about  that. 
Dr.  McClellan.  All  right. 

Senator  Baucus.  Because  you  are  going  to  hear  from  us. 
Dr.  McClellan.  I  know  I  will.  [Laughter.] 
Senator  Baucus.  Thank  you. 
Thank  you,  Mr.  Chairman. 
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The  Chairman.  Yes.  Thank  you,  Senator  Baucus. 

I  have  just  a  couple  of  questions  to  finish  up  here.  One  of  them 
is  a  carry-on  where  I  left  off  with  you.  Nothing  you  said  is  inac- 
curate, but  I  want  to  kind  of  clarify  a  couple  of  things  in  regard, 
first  of  all,  to  what  you  said  about  working  with  the  Office  of  In- 
spector General. 

So,  referring  violations  to  the  OIG  for  enforcement  of  criminal 
violations  of  the  anti-kickback  statute  is  good,  but  there  is  a  very 
high  standard  in  criminal  violation,  and  it  is  a  big  challenge  to 
take  action  under  the  anti-kickback  statute.  So,  that  is  the  criminal 
aspect  of  it. 

Now,  you  have  civil  enforcement  authority  at  CMS,  and  your 
commitment  to  me  was  civil  enforcement  by  CMS.  Are  you  com- 
mitted to  that? 

Dr.  McClellan.  Well,  we  absolutely  want  to  use  the  civil  en- 
forcement authorities  we  have.  I  believe  those  civil  enforcement  au- 
thorities are  under  the  Stark  rule,  which  goes  to  payments  for  pa- 
tients who  are  referred  by  physician  owners,  not  in  the  same  way 
the  OIG  has  enforcement  authority.  But  I  would  be  delighted  to 
work  more  closely  with  you  on  examining  just  how  far  we  can  take 
our  authorities. 

The  Chairman.  You  have  general  civil  enforcement  authority, 
and  that  was  the  authority  used  for  the  moratorium  that  Senator 
Baucus  was  talking  about,  why  you  cannot  continue  that. 

So  we  are  asking  you,  within  the  same  realm  of  authority  that 
you  had  to  do  that,  to  make  sure  that  we  have  civil  enforcement 
against  improper  investments. 

Dr.  McClellan.  I  would  need  to  talk  with  you  further  about  how 
that  civil  authority  would  work  toward  improper  investments.  It 
certainly  works  towards  violations  of  the  Stark  rule,  so  that  is  ex- 
actly the  authority  that  we  are  using  to  recapture  these  payments 
that  went  out  to  this  hospital  in  Oregon  that  we  are  in  the  process 
of  terminating,  and  that  has  happened  improperly  in  at  least  one 
other  instance. 

So,  we  are  definitely  using  our  civil  authorities  there,  and  we  will 
use  them  to  the  maximum  extent.  I  would  be  happy  to  discuss  with 
you  and  your  staff  further  how  we  can  continue  to  do  so. 

The  Chairman.  Well,  then  I  think  I  read  you  as  saying,  in  prin- 
ciple, you  are  willing  to  work  with  us  and  make  it  work  so  that  we 
can  have,  without  a  doubt,  enforcement  against  improper  invest- 
ment. 

Dr.  McClellan.  Well,  I  know  how  important  this  issue  is  to  you. 
We  are,  as  you  know,  in  the  process  of  gathering  a  lot  of  informa- 
tion right  now  on  the  kinds  of  investments  that  are  occurring  in 
specialty  hospitals. 

That,  and  further  discussion  with  the  OIG  and  other  State  and 
Federal  agencies,  we  hope,  by  working  with  you,  can  lead  to  a  very 
effective  and  comprehensive  approach  to  these  investment  issues. 

The  Chairman.  Then  my  last  question  is  an  understanding  that 
CMS,  MedPAC,  and  the  Government  Accountability  Office  found 
that  physician-owned  limited  service  hospitals  provide  a  lower  per- 
centage of  care  to  Medicaid  patients,  or  poor  people  generally. 

For  instance,  USMD  Hospital  in  Texas,  the  hospital  that  Dr. 
John  House,  one  of  our  witnesses  on  the  next  panel,  represents. 
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has  less  than  1  percent  of  its  admissions  coming  from  Medicaid. 
This  is  another  form  of  patient  selection.  Fixing  the  Medicare  pay- 
ment system  will  not  address  that  issue. 

So  the  question  is,  is  this  not  an  indication  that  there  are  broad- 
er issues  involving  physician  self-referral  that  should  be  addressed, 
issues  that  go  beyond  CMS's  recommendations  to  date?  What  ac- 
tions is  CMS  considering  to  address  this  issue? 

Dr.  McClellan.  Well,  we  are  doing,  as  part  of  that  survey  I 
mentioned,  a  review  of  the  uncompensated  care,  and  also  Medicaid 
services  provided  by  both  specialty  hospitals  and  general  hospitals 
in  the  same  areas. 

There  has  been  a  fair  amount  of  evidence  developed  on  this  al- 
ready. I  think  while  there  are  in  many  cases  the  circumstances 
that  you  describe  of  limited  use  of  Medicaid  in  some  of  the  spe- 
cialty hospitals,  there  definitely  are  exceptions  to  that. 

Some  specialty  hospitals  are  providing  more  care  to  Medicaid  pa- 
tients, and  specialty  hospitals  as  a  whole  are  providing  a  lot  of  con- 
tributions to  the  community  in  the  form  of  tax  revenues  that  local 
governments  and  State  governments  obtain  from  the  specialty  hos- 
pitals that  they  do  not  obtain  from  the  general  hospitals  that  have 
the  nonprofit  status  exception. 

In  fact,  in  the  study  that  we  did  last  year,  if  you  put  the  two  to- 
gether, uncompensated  care  and  contributions  through  tax  reve- 
nues, the  specialty  hospitals,  on  average,  are  putting  in  more 
money  than  the  general  hospitals. 

So,  this  is  an  issue  that  we  need  to  look  at  more  closely,  but  I 
want  to  make  sure  we  do  it  comprehensively  and  that  is  why  we 
are  gathering  more  information  in  a  survey  right  now. 

The  Chairman.  Well,  then  let  me  ask  you,  yes  or  no,  whether  or 
not  you  are  basically  then  concerned  about  the  referral  of  most  of 
these  Medicaid  and  poor  people  to  general  hospitals. 

Dr.  McClellan.  I  am  concerned  about  that.  That  is  one  reason 
we  are  taking  our  action  under  the  EMTALA  rules,  to  make  clear 
that  if  a  specialty  hospital  can  treat  an  unstable  patient  or  a  pa- 
tient who  needs  services,  regardless  of  their  ability  to  pay,  the  spe- 
cialty hospital  needs  to  take  them. 

The  Chairman.  All  right. 

Did  you  have  something  else? 

Senator  Baucus.  Just  a  couple  questions,  Mr.  Chairman. 
The  Chairman.  Go  ahead. 

Senator  Baucus.  Dr.  McClellan,  is  it  not  true  that  the  specialties 
we  are  talking  about  here  are  not  whole  hospitals,  and  that  there- 
fore the  whole  hospital  exception  should  not  apply? 

Dr.  McClellan.  Well,  we  have  looked  very  closely  at  this  defini- 
tion of  a  hospital.  We  have  just  been  around  the  block  on  this  right 
now. 

Senator  Baucus.  No,  no,  no.  Let  us  be  honest.  We  are  generally 
talking  about  specialties,  the  nature  of  Physicians'.  When  people 
talk  about  the  whole  hospital  exception,  that  is  a  larger  hospital 
owned  by  physicians. 

The  rationale  is,  the  physicians  have  the  entire  facility  and  lots 
of  different  procedures  are  performed,  and  it  is  all  diluted — that  is 
the  argument — and  so  that  is  different,  that  is  "all  right."  I  have 
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a  question  about  that,  personally,  but  I  am  just  giving  you  the  ra- 
tionale. 

Whereas,  the  specialties,  it  is  like,  four  or  five  beds,  or  six  beds, 
or  a  wing  of  a  hospital.  That  is  what  we  are  talking  about,  gen- 
erally, when  we  are  talking  about  specialties.  Is  there  not  a  dif- 
ference in  referral  to  a  whole  hospital  compared  with  referral  to  an 
orthopedics  hospital  or  a  cardiac-only  hospital? 

Dr.  McClellan.  There  are  a  broad  range  of  facilities  out  there 
now  delivering  health  services,  and  some  of  this  diversity  is  un- 
questionably good.  We  are  seeing  more  specialization,  more  local- 
ized care  for  many  patients.  You  do  not  have  to  go  20  miles  down- 
town to  a  major  teaching  center  to  get  the  care  that  you  need. 

Now,  some  of  these  facilities  are  clearly  not  inpatient  hospitals, 
and  we  have  recently  turned  down  a  number  that  sound  just  like 
what  you  described,  a  facility  that  is  operating  a  25-bed  emergency 
ward,  plus  two  inpatient  beds.  We  turn  that  down  and  say  that 
does  not  meet  what  we  view  as  a  definition  of  a  hospital. 

But  I  think  there  are  some  legitimate  hospitals,  specialty  or  oth- 
erwise, that  focus  on  certain  kinds  of  patients  that  deliver  inpa- 
tient and  outpatient  care  together,  maybe  deliver  mostly  outpatient 
care,  but  that  still  are  providing  valuable  hospital  services. 

Senator  Baucus.  How  much  outpatient  care  is  provided  at  Physi- 
cians' Hospital? 

Dr.  McClellan.  Off  the  top  of  my  head,  I  do  not  know.  I  expect 
a  large  part  of  the  care  that  they  delivered  was  outpatient  care. 
They  had  a  medical  ward  and  a  surgical  ward,  but  they  do  have 
a  lot  of  outpatient  care,  too. 

Senator  Baucus.  I  was  trying  to  get  at,  they  are  small  organiza- 
tions that  serve  the  wealthier,  the  healthier,  and  therefore  the 
more  profitable,  where  physicians  not  only  provide  some  service, 
but  also  to  make  a  buck,  more  than  they  otherwise  would  make  as 
physicians.  That  is  what  I  am  focusing  on. 

Dr.  McClellan.  Right. 

Senator  Baucus.  And  I  think  there  is  way  too  much  self-referral. 
It  is  going  to  be  almost  impossible  to  guard  against.  That  is  why 
we  have  self-referral  prohibitions  for  imaging,  lab,  and  so  forth. 
Even  with  all  the  disclosure  and  so  forth  in  the  Congress,  the  coun- 
try has  decided  that  is  not  a  good  thing  to  do. 

So  I  am  asking,  why  is  it  not  also  good  public  policy  with  respect 
to  the  smaller  kinds  of  specialties  we  are  talking  about  today  rep- 
resented by  physicians? 

Dr.  McClellan.  Well,  again,  I  do  think  some  specialization  is 
good  in  2006,  in  modern  medicine. 

Senator  Baucus.  You  are  not  answering  my  question.  That  is  not 
the  question  I  asked.  I  am  not  talking  about  "some"  are.  I  did  not 
ask  about  "some."  I  am  asking  about  these. 

Dr.  McClellan.  Well,  I  think  if  we  change  our  pa5rment  system 
so  that  the  patients  who  currently  are  profitable  under  the  mecha- 
nism that  Medicare  uses  to  pay,  because  of  the  way  we  pay,  if  we 
are  paying  a  lot  more  than  it  costs  to  treat  a  patient,  that  is  just 
wrong.  We  need  to  change  that.  That  is  why  we  are  implementing 
these  major  reforms  in  our  pa5mient  system. 

Senator  Baucus.  If  these  doctors  get  two  fees,  are  reimbursed 
twice,  one  for  the  procedure — and  is  there  not  something  else?  I 
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forgot  what  the  phrase  is.  Some  kind  of  transaction  fee.  There  is 
a  certain  separate  amount  that  physicians  who  own  specialties  get 
in  addition  to  performing  the  services. 

Dr.  McClellan.  Well,  they  get  the  usual  Medicare  payments  for 
their  surgical  services. 

Senator  Baucus.  Right.  Right. 

Dr.  McClellan.  And  they  will  get  the  payment,  their  share, 
their  revenues  from  the  payments  to  the  hospital  in  which  they  are 
a  part  owner.  That  is  the  ownership  piece. 

Senator  Baucus.  There  is  no  other  Medicare  payment? 

Dr.  McClellan.  Our  payments  in  traditional  Medicare  are  fee- 
for-service  based. 

Senator  Baucus.  What  are  facility  fees? 

Dr.  McClellan.  Facility  fees?  I  do  not  think  we  have  a  separate 
category  of  facility  payments  to  physicians.  We  make  payments  to 
the  provider.  We  will  make  a  payment  to  the  hospital  for  the  hos- 
pital admission  and  we  will  make  a  payment  to  the  surgeon  for  the 
delivery  of  the  surgical  service,  sort  of  a  global  fee  for  performing 
the  surgery  and  any  of  the  peri-operative  care. 

Senator  Baucus.  Say  if  this  procedure  were  at  Adventist  Hos- 
pital. Would  the  same  exact  fees  be  paid  to  that  hospital? 

Dr.  McClellan.  Well,  maybe  this  is  what  you  are  getting  at.  If 
a  service  is  not  performed  in  a  hospital,  the  pa3nment  rate  may  be 
different.  There  may  be  a  technical  component  that  we  include  with 
the  physician  fee  that  covers  the  cost  of  the  ambulatory  center  or 
the  place  where  they  are  delivering  the  service. 

I  am  sorry  if  I  am  not  getting  at  what  you  want  to  know,  but 
I  would  be  happy  to  follow  up  with  your  staff  afterwards  on  the 
total  payment. 

Senator  Baucus.  Well,  the  lady  behind  you  is  giving  me  informa- 
tion by  nodding  her  head.  The  answer  to  my  question  is  that,  no, 
there  is  no  difference,  according  to  her,  if  that  is  accurate. 

Dr.  McClellan.  All  right.  All  right.  That  makes  sense  to  me. 

Senator  Baucus.  All  right.  Thank  you.  [Laughter.]  Well,  it  is  the 
answer  that  you  would  like  her  to  give,  that  is  right.  Exactly.  My 
time  has  expired. 

My  basic  point  is  this.  We  are  the  hired  hands.  I  work  for  people, 
the  public.  You  work  for  the  public.  It  sounds  corny,  but  it  is  true. 
We  are  supposed  to  do  the  right  thing.  That  is  what  it  comes  down 
to. 

We  can  parse  this  thing  all  kinds  of  ways.  We  hear  all  kinds  of 
people,  special  pleaders,  coming  in  saying,  you  have  to  do  this,  you 
have  to  do  that,  and  they  have  all  kinds  of  rationalizations  why 
they  should  be  paid  this,  paid  that,  and  so  forth,  and  we  have  to 
be  fair,  clearly. 

But  our  default  should  be  what  is  right  for  the  people  we  serve. 
That  is  the  default.  That  is  the  bias  we  should  have.  I  would  just 
encourage  you,  when  you  are  thinking  through  all  this  and  you  are 
getting  all  the  pressures  on  you,  just  remember  the  people  we 
serve.  That  is  all  it  comes  down  to.  It  is  not  all  the  economic  inter- 
ests, but  it  is  the  people.  So,  please,  I  know  you  will  do  the  right 
thing.  Thank  you. 

Dr.  McClellan.  Thank  you. 
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The  Chairman.  Yes.  Well,  you  have  always  been  very  cooperative 
with  our  committee,  and  thank  you  for  your  cooperation  today.  We 
will  be  in  touch.  This  is  an  ongoing  issue. 

Dr.  McClellan.  It  is. 

The  Chairman.  We  will  talk  to  you. 

Dr.  McClellan.  I  will  look  forward  to  that.  Thank  you. 

The  Chairman.  Our  next  panel  is  Ms.  Cindy  Morrison,  vice  presi- 
dent of  public  policy,  Sioux  Valley  Hospital,  Sioux  Falls,  SD;  Dan 
Mulholland,  attorney  at  Horty,  Springer  &  Mattern,  a  law  firm 
based  in  Pittsburgh;  Dr.  John  House,  urologic  surgeon  and  foimder 
of  USMD,  a  company  that  helps  physicians  develop  specialty  hos- 
pitals; and  Dr.  James  Cobey,  an  orthopedic  surgeon  who  practices 
at  Washington  Hospital  Center  in  Washington,  DC. 

I  am  going  to  have  you  testify  in  the  order  I  stated.  If  you  folks 
have  a  longer  statement  than  the  5  minutes  we  gave  you  to  sum- 
marize, the  longer  statement  will  be  printed  in  the  record.  So,  we 
would  ask  you  to  stay  within  your  5  minutes  so  Senator  Baucus 
and  I  could  have  time  to  ask  questions. 

We  are  going  to  go  in  the  order  you  were  introduced,  so  we  will 
start  with  Ms.  Morrison. 

STATEMENT  OF  CINDY  MORRISON,  VICE  PRESIDENT, 
SIOUX  VALLEY  HOSPITAL,  SIOUX  FALLS,  SD 

Ms.  Morrison.  Thank  you,  Mr.  Chairman.  My  name  is  Cindy 
Morrison,  and  I  am  vice  president  of  public  policy  at  Sioux  Valley 
Health  System  in  South  Dakota.  We  are  an  integrated  system  with 
24  hospitals  and  300  physicians  located  in  South  Dakota,  Iowa,  Ne- 
braska, and  Minnesota. 

South  Dakota  has  a  population  of  only  750,000^  and  we  have 
eight  physician-owned  specialty  hospitals.  I  am  here  today  on  be- 
half of  a  grassroots  coalition  of  community  hospitals  which  was 
formed  to  raise  awareness  of  the  problems  like  those  faced  by 
Helen  Wilson  and  her  family,  problems  associated  with  physician 
self-referral. 

The  coalition  has  over  100  hospitals  located  in  20  States.  Many 
of  these  hospitals  have  been  impacted  by  physician-owned  facilities. 

My  testimony  today  will  focus  on  three  key  points.  The  first  is 
physician  self-referral.  There  is  no  greater  market  force  in  health 
care  than  the  ability  of  physicians  to  admit  patients  to  hospitals. 
This  market  force  cannot  be  competed  with  and  can,  in  effect, 
eliminate  the  patients'  fi^ee  market  choice  when  physician  owners 
direct  patients  to  hospitals  they  own. 

Second,  community  hospitals  have  been  negatively  impacted  by 
the  entrance  of  physician-owned  specialty  hospitals  in  several 
ways,  including  weakened  financial  condition,  ER  crises,  and  re- 
cruitment challenges,  to  name  a  few. 

Third,  payment  changes  alone  will  not  address  physician  self- 
referral  problems  because  of  the  physicians'  unique  ability  to  react 
to  payment  changes  that  community  hospitals  simply  cannot  do. 
Physicians  alone  are  the  only  persons  with  the  authority  to  admit 
a  patient  to  a  hospital. 

This  imique  responsibility  is  placed  solely  with  the  physician  and 
puts  the  physician  owners  of  specisdty  hospitals  in  a  position  to 
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self-refer  patients  away  from  community  hospitals  to  be  admitted 
to  specialty  hospitals  they  own. 

Because  community  hospitals  cannot  admit  patients,  the  hospital 
is  at  a  tremendous  competitive  disadvantage.  Community  hospitals 
simply  cannot  compete  with  the  power  of  a  physician's  admitting 
privileges.  In  effect,  the  community  hospital  is  dealing  with  a  com- 
petitor that  is  also  in  control  of  its  business. 

Community  hospitals  of  all  types  and  sizes  have  been  impacted: 
urban  and  rural  hospitals,  nonprofit,  and  for-profit  hospitals.  Typi- 
cally, physician  owners  come  from  the  community  hospital  setting, 
and  once  their  facility  is  built  and  opened,  the  community  hospital 
is  essentially  drained  of  its  profitable  services. 

In  Ruston,  LA,  65  percent  of  the  community  hospital's  active 
medical  staff  became  investors  in  a  physician-owned  specialty  hos- 
pital. Once  financially  healthy,  Lincoln  General  Hospital,  the  com- 
munity hospital,  lost  $8  million  in  operating  margin  in  just  one  fis- 
cal year  after  the  emergence  of  Green  Clinic  Specialty  Hospital. 

That  is  $8  million  that  could  have  been  reinvested  back  into  the 
community,  spent  on  disaster  preparedness,  emergency  room  im- 
provements, and  other  community  health  care  needs. 

In  Rapid  City,  SD,  the  community  hospital  was  unable  to  main- 
tain emergency  room  neurosurgery  coverage  when  the  neuro- 
surgeon owners  built  a  specialty  hospital  and  abandoned  taking  ER 
calls. 

As  a  result,  patients  were  transported  hundreds  of  miles  away 
when  gaps  in  neurosurgery  coverage  occurred.  This  situation  cre- 
ated disturbing  consequences  for  patients  and  families. 

While  others  have  asserted  that  there  has  been  no  impact  on 
community  hospitals,  that  is  simply  not  true.  Financial  challenges, 
recruitment  problems,  staffing  issues,  and  a  whole  host  of  other 
challenges  have  impacted  community  hospitals  in  markets  where 
physician-owned  specialty  hospitals  have  emerged. 

Although  inpatient  payment  changes  have  been  recommended 
that  would  remove  some  of  the  financial  incentives  associated  with 
physician-owned  specialty  hospitals,  coding  and  payment  changes 
alone  will  not  address  self-referral. 

In  publicly  reported  documents,  the  before- tax  margins  of  two 
specialty  hospitals  in  South  Dakota  are  49.4  percent  and  45.6  per- 
cent, respectively.  Looking  at  cost  report  data,  the  proposed  pay- 
ment reductions  to  these  two  physician-owned  facilities  would  be 
minimal,  at  a  2-  to  3-percent  reduction. 

Physician  owners  could  also  compensate  for  lower  procedure  pay- 
ments by  recommending  the  patient  undergo  more  outpatient  pro- 
cedures and  ancillary  tests  that  are  paid  separately  from  the  proce- 
dure. 

Further,  only  physicians  have  the  ability  to  react  to  payraent 
changes  that  others  do  not  because  of  their  singular  and  unique 
role  in  prescribing  treatment.  Physicians  are  the  gatekeepers  to 
health  care  services.  Only  they  have  the  ability  to  admit  patients 
to  hospitals,  prescribe  treatment,  and  to  order  services. 

Physician-owned  facilities,  by  themselves,  are  not  the  problem. 
The  problem  lies  in  physician  self-referral  practices  that  create  con- 
flicts of  interest,  with  disturbing  results  for  patients,  families,  and 
community  hospitals. 
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I  would  be  happy  to  answer  any  questions. 
The  Chairman.  Thank  you,  Ms.  Morrison. 

[The  prepared  statement  of  Ms.  Morrison  appears  in  the  appen- 
dix.] 

The  Chairman.  Mr.  MulhoUand? 

STATEMENT  OF  DAN  MULHOLLAND,  HORTY,  SPRINGER  & 
MATTERN,  P.O.,  PITTSBURGH,  PA 

Mr.  MULHOLLAND.  Thank  you,  Mr.  Chairman  and  Senator  Bau- 
cus.  It  is  a  pleasure  to  be  here  today.  My  name  is  Dan  MulhoUand. 
I  am  an  attorney  from  Pittsburgh,  PA  with  the  law  firm  of  Horty, 
Springer  &  Mattern. 

Our  firm  practices  exclusively  in  the  area  of  health  care  law.  We 
represent  hospitals  and  health  care  systems  around  the  country.  I 
routinely  provide  advice  to  them  about  financial  relationships  with 
physicians,  other  relationships  with  physicians,  and  also  represent 
them  in  litigation  when  those  relationships  break  down. 

Based  on  my  experience  in  the  health  care  field  for  about  30 
years,  a  number  of  things  have  come  to  my  attention  in  terms  of 
how  specialty  hospitals  that  are  owned  by  physicians  operate  and 
their  impact  on  the  health  care  system. 

First  of  all,  physician-owned  hospitals  run  counter  to  the  letter 
and  the  spirit  of  the  fraud  and  abuse  laws.  Second,  they  raise  seri- 
ous ethical  issues  relative  to  the  disclosure  of  ownership,  or  the 
lack  thereof.  Third,  they  have  an  unfair  competitive  advantage  over 
their  full-service  community  hospital — often  nonprofit  hospital — 
competitors. 

It  is  important  to  understand  how  the  relationship  between  hos- 
pitals and  doctors  has  evolved  and  how  the  phenomenon  of  physi- 
cian ownership  of  hospitals  has  had  a  negative  impact  on  that  rela- 
tionship. 

Most  physicians  are  not  employed  by  hospitals.  They  are  simply 
granted  medical  staff  appointment  and  clinical  privileges  to  prac- 
tice medicine  at  the  hospital.  They  get  to  use  the  hospital's  space, 
equipment,  and  personnel,  and  in  return  they  provide  services  for 
the  hospital  in  terms  of  covering  the  emergency  room,  providing 
peer  review,  and  other  services. 

But  the  payment  system  has  really  driven  a  wedge  between  doc- 
tors and  hospitals.  Not  only  does  the  payment  system  permit,  but 
it  actually  encourages,  physicians  to  own  hospitals,  surgi-centers, 
and  in-office  ancillary  equipment.  That  has  created  a  lot  of  prob- 
lems, not  only  the  kind  of  tension  that  Ms.  Morrison  mentioned, 
but  also  some  serious  problems  with  respect  to  how  the  laws  are 
implemented. 

Now,  it  is  important  to  understand  that  the  anti-kickback  statute 
and  the  physician  self-referral  law  were  initially  designed  to  ad- 
dress this  inherent  conflict  of  interest  when  a  doctor  has  an  owner- 
ship interest  in  a  hospital  or  any  other  facility,  as  were  existing 
AMA  ethical  standards  that  would  only  suggest  that  physicians 
should  have  an  ownership  in  a  hospital  or  health  care  facility  when 
there  is  a  clear  need  in  the  community. 

The  whole  hospital  exception  in  the  physician's  self-referral  law 
was  initially  intended  only  as  a  grandfather  clause  for  physician- 
owned  hospitals  in  small  communities  where  access  would  be 
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threatened  if  they  were  shut  down.  It  had  nothing  to  do  with  the 
kind  of  operations  that  you  now  see  with  or  without  the  morato- 
rium. 

It  is  fairly  easy,  based  on  the  exceptions  and  the  safe  harbors 
that  exist  under  these  statutes,  to  design  a  structure  for  a  specialty 
hospital  that  would  either  meet  the  requirements  of  the  existing 
legislation  or  skirt  around  the  edges  of  them. 

We  have  seen  a  number  of  examples  of  this.  Promoters  of  spe- 
cialty hospitals  make  no  bones  about  the  fact  that  the  reason  that 
they  are  promoting  physician  ownership  is  to  increase  referrals  and 
to  get  better  financial  return. 

They  are  often  structured  in  a  way  to  make  it  easy  for  the  doc- 
tors to  come  in.  For  instance,  most  of  the  financing  in  a  lot  of  these 
hospitals  is  provided  by  debt  rather  than  equity,  so  the  doctors 
have  little  risk  up  front. 

Then  they  are  often  given  assistance  by  the  promoters,  some- 
times actually  a  joint  venture  partner  that  is  a  hospital  in  the  com- 
munity, to  come  in  and  have  an  investment  interest  without  having 
to  provide  any  guarantees  of  the  large  amount  of  debt  on  the  facil- 
ity. There  are  also  pre-determined  buy-out  arrangements. 

Now,  the  OIG  has  said  that  this  can  raise  some  serious  issues 
under  the  anti-kickback  law.  But  during  the  moratorium  and  after 
it,  some  new  hospitals  that  were  clearly  specialty  hospitals  tried  to 
pretend  that  they  were  general  hospitals,  either  to  avoid  the  mora- 
torium or  to  gain  financing  that  might  have  been  difficult  to  get  be- 
cause of  the  moratorium's  effect  and  the  possibility  it  would  be  ex- 
tended. 

Many  others  have  been  reluctant  to  reveal  that  physicians  have 
an  ownership  interest,  either  to  the  public,  but  more  importantly 
to  the  patients,  which  can  result  in  the  kind  of  tragic  situation  that 
Rev.  Wilson  described  to  the  committee.  This  not  only  raises  ethical 
issues,  but  creates  an  unfair  competitive  advantage  for  these  hos- 
pitals over  their  community  hospital  competitors. 

Community  hospitals  are  ill-equipped  to  fight  back  because  often- 
times these  doctors  are  on  the  medical  staff  of  the  community  hos- 
pital, and  take  advantage  of  that  relationship  by  essentially  having 
a  free  ride  on  the  community  hospital  to  the  community  hospital's 
detriment  and  to  the  advantage  of  their  financial  investment. 

When  physicians  are  called  on  this  by  community  hospitals  who 
raise  a  question  about  the  possible  conflict  of  interest,  they  will 
often  accuse  the  community  hospital  of  economic  credentialing  or 
some  other  pejorative  term. 

So  to  address  this  problem,  I  would  strongly  suggest  that  Con- 
gress consider  repealing  the  whole  hospital  exception,  or  at  least 
bring  it  back  to  its  original  intent  to  just  ensure  access  in  smaller 
communities. 

Short  of  that.  Congress  should  require  full  disclosure  to  the  pub- 
lic and  patients  of  ownership,  and  also  allow  hospitals  to  respond 
to  the  conflict  of  interest  by  physicians  on  the  medical  staff  who 
compete  with  them. 

Thank  you  very  much.  I  will  be  glad  to  answer  your  questions 
as  well. 

The  Chairman.  Thank  you. 
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[The  prepared  statement  of  Mr.  MulhoUand  appears  in  the  ap- 
pendix.] 

The  Chairman.  Now,  Dr.  House? 

STATEMENT  OF  JOHN  M.  HOUSE,  M.D.,  MANAGING  PARTNER, 
UROLOGY  ASSOCIATES  OF  NORTH  TEXAS;  AND  CHAIRMAN 
OF  THE  BOARD,  USMD  HOSPITAL,  REPRESENTING  THE 
AMERICAN  SURGICAL  HOSPITAL  ASSOCIATION,  SIOUX 
FALLS,  SD 

Dr.  House.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

My  name  is  John  House.  I  am  a  practicing  urologist  from  Irving, 
TX,  and  a  member  of  the  board  of  USMD  Hospital  in  Arlington, 
TX.  I  am  one  of  the  many  physician  investors  in  that  facility. 

SMD  is  a  member  of  the  Ainerican  Surgical  Hospital  Association, 
which  represents  physician-owned  hospitals  with  specialized  capa- 
bilities. I  am  testifying  today  on  behalf  of  ASHA. 

Let  me  begin  by  explaining  one  major  reason  why  my  colleagues 
and  I  developed  our  hospital.  It  is  a  simple  story.  Our  urology 
group  asked  three  hospitals  to  acquire  new  robotic  technology  to 
improve  treatment  for  prostate  cancer,  a  common  disease  and  a 
major  cause  of  cancer  deaths  among  men. 

This  technology  is  a  major  advance  in  surgical  care,  allowing 
men  who  undergo  radical  surgery  shorter  hospital  stays,  fewer 
complications,  and  the  ability  to  return  to  normal  activities  much 
faster. 

We  wanted  to  use  this  technology  to  further  our  mission  of  deliv- 
ering world-class  care  to  our  patients.  Those  hospitals  told  us  the 
technology  was  too  expensive  and  they  refused  to  obtain  the  equip- 
ment. 

So  my  group  went  out  and  we  bought  the  robot,  spending  over 
$1.2  million.  Along  with  other  physicians  and  Texas  Health  Re- 
sources, the  largest  not-for-profit  in  North  Texas,  we  acquired  a 
hospital. 

Today,  USMD  Hospital  has  one  of  the  world's  finest  centers  for 
robotic  surgery  for  the  treatment  of  prostate  cancer  and  the  world's 
leading  program  for  cryosurgery  for  the  treatment  of  renal  and 
prostate  cancer,  and  provides  excellent  care  in  many  other  areas  of 
medicine. 

Physician  ownership  and  initiative  made  possible  this  quantum 
leap  in  surgical  quality. 

We  are  all  saddened  by  the  death  of  Helen  Wilson  following  sur- 
gery at  Physicians'  Hospital  in  Portland.  Any  unanticipated  death 
in  a  hospital  is  tragic.  Unfortunately,  these  deaths  occur  in  hos- 
pitals almost  every  day. 

In  April,  HealthGrades  released  its  report,  "Patient  Safety  in 
American  Hospitals."  According  to  this  report,  if  all  hospitals  per- 
formed at  the  level  of  the  top  15  percent,  280,000  fewer  patient  in- 
cidents and  44,000  fewer  deaths  among  Medicare  patients  would 
have  occurred,  saving  Medicare  $2.45  billion  in  the  years  2000 
through  2004. 

These  facts,  of  course,  in  no  way  diminish  the  loss  to  Mrs.  Wil- 
son's family  and  her  friends.  However,  the  HealthGrades  report 
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should  serve  as  a  wake-up  call  that  a  much  greater  focus  on  quality 
is  needed. 

When  CMS  looked  at  quality  of  care  in  specialty  hospitals,  it 
found  it  to  be  equal  to,  and  often  superior  to,  the  care  provided  in 
general  hospitals.  An  important  reason  for  this  is  the  level  of  nurs- 
ing care  we  provide. 

Simply  adopting  the  average  nurse-to-patient  ratios  found  in  spe- 
cialty hospitals  could  significantly  reduce  errors  and  improve  care. 
Regrettably,  too  many  hospitals  refuse  to  adopt  this  basic  strategy, 
despite  extensive  research  establishing  the  link  between  the  num- 
ber of  nurses  and  patient  outcomes.  They  choose  to  put  profits  be- 
fore patients. 

General  hospitals  come  to  Congress  and  complain  that  they  can- 
not compete  with  physician-owned  facilities,  that  we  take  away 
funds  needed  to  meet  their  community  obligations.  Perhaps  they 
should  look  more  closely  at  how  the  money  they  have  is  spent. 

For  example,  according  to  public  records,  Sioux  Valley  Hospital 
pays  its  administrator  nearly  $900,000  a  year.  This  not-for-profit 
hospital  employs  many  physicians  and  pays  them  very,  very  well. 
The  hospital  pays  one  cardiologist  $1.8  million  annually. 

A  number  of  other  physicians  are  paid  salaries  in  excess  of  $1 
million.  Just  imagine  how  many  uninsured  individuals  in  South 
Dakota  could  have  received  care  if  the  hospital  were  just  a  bit 
thriftier.  This  is  an  institution  that  does  not  need  the  protection  of 
the  Federal  Government. 

If  you  are  concerned  about  potential  conflicts  of  interest  when 
physicians  have  an  ownership  interest  in  a  hospital,  perhaps  you 
should  look  closely  at  the  potential  for  conflict  when  the  hospital 
owns  the  physicians  and  restricts  their  ability  to  refer  patients  to 
other  facilities,  as  is  the  case  in  many  general  hospitals  across  this 
country. 

The  Federal  Government  has  conducted  numerous  studies  of 
physician-owned  specialized  hospitals.  The  net  result  is  that  there 
is  no  evidence  that  ASHA  members  are  harming  general  hospitals 
financially.  There  is  no  evidence  of  over-utilization  of  services.  It 
has  been  firmly  established  that  our  members  provide  high-quality 
medical  care. 

It  has  been  shown  that  our  physicians  do  not  abandon  the  com- 
munity, but  continue  to  maintain  privileges  at  local  general  hos- 
pitals. Our  model  is  popular  with  other  physicians  who  have  no  fi- 
nancial stake  in  the  facility.  These  studies  have  rebutted  virtually 
every  allegation  that  opponents  of  specialty  hospitals  have  made 
over  the  last  5  years. 

Thank  you.  I  would  be  pleased  to  answer  any  questions. 

The  Chairman.  Thank  you  very  much.  Dr.  House. 

[The  prepared  statement  of  Dr.  House  appears  in  the  appendix.] 

The  Chairman.  Dr.  Cobey? 

STATEMENT  OF  JAMES  COBEY,  M.D., 
ORTHOPEDIC  SURGEON,  WASHINGTON,  DC 

Dr.  Cobey.  Thank  you,  Senator  Grassley  and  Senator  Baucus,  for 
the  chance  to  appear  before  this  committee  about  an  issue  I  have 
been  worried  a  lot  about  for  the  last  30  years  that  I  have  been  in 
practice.  I  practice  at  many  hospitals  in  this  city. 
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This  is  an  issue  of  safety,  specifically  patient  safety.  In  prepara- 
tion for  this  testimony,  I  reviewed  the  case  of  Ms.  Wilson  and  what 
happened,  the  respiratory  arrest  she  had  after  surgery.  The  staff 
could  not  do  CPR,  or  cardiopulmonary  resuscitation. 

No  one  was  available  to  put  an  endotracheal  tube  in  the  patient 
or  give  Narcain,  which  would  have  solved  the  problem  in  a  few  sec- 
onds. The  patient  died  from  anoxic  brain  injury. 

We  should  expect  any  hospital  providing  major  elective  surgery 
to  have  someone  on  the  staff  who  can  resuscitate  a  patient  and 
maintain  an  airway,  especially  in  an  urban  environmental  system. 

When  I  look  at  my  practice,  the  concept  of  orthopedic  surgeons 
owning  hospitals  for  elective  cases,  I  worry  about  the  health  care 
of  patients  in  these  settings  where  we  need  other  medical  special- 
ties around.  Though  95  percent  of  my  patients  and  patients  of  my 
friends  and  colleagues  have  no  problems,  we  must  always  be  pre- 
pared for  the  unexpected  emergency. 

Let  me  give  you  some  examples  of  my  own.  In  the  last  10  years, 
I  have  had  three  patients,  after  total  knee  or  total  hip  replacement, 
develop  acute  abdominal  obstruction  and  had  to  have  emergency 
abdominal  surgery  within  12  to  18  hours  to  save  their  lives. 

I  remember  clearly  one  situation,  after  a  total  knee  replacement, 
the  patient  in  the  recovery  room  had  no  pulse  in  her  foot,  a  rare 
injury.  She  had  a  plaque  under  the  tourniquet  which  we  used 
break  off  and  clog  the  artery. 

Within  20  minutes,  we  had  a  special  vascular  procedure,  after 
doing  an  arteriogram,  and  we  returned  flow  back  to  the  artery.  If 
we  did  not  have  a  good  vascular  surgeon  in-house  to  do  that,  she 
would  have  lost  the  leg  in  about  2  hours. 

I  have  informally  canvassed  a  number  of  my  colleagues  in  the 
city,  and  we  all  agree  there  are  real  problems,  especially  in  older 
patients  over  age  65,  with  vascular,  urinary,  and  abdominal  prob- 
lems. 

A  few  more  examples.  One  of  my  colleagues  a  few  years  ago,  dur- 
ing an  excellent  operation  changing  a  total  knee,  cut  the  major  ves- 
sel to  the  leg — nothing  he  did  wrong.  It  was  repaired  by  a  vascular 
surgeon  in  the  hospital  within  a  half  an  hour.  Again,  she  would 
have  lost  a  leg. 

Another  of  my  colleagues  had  almost  an  identical  operation  hap- 
pen about  2  weeks  ago.  These  are  good,  competent  surgeons,  and 
unexpected  things  happen  to  patients  who  are  older. 

One  could  say  that  specialty  hospitals  should  only  do  simple  pro- 
cedures and  let  the  more  difficult  ones  go  to  the  community  hos- 
pitals. That  is  not  fair.  Vascular  compromise  can  happen  to  any- 
body in  an  unexpected  way.  Other  specialists  must  be  immediately 
available  in-house  for  big  procedures. 

The  urinary  system.  Often  during  a  total  hip,  total  knee,  or  back 
procedures,  we  put  a  catheter  in  before  surgery.  I  have  had  five 
cases  in  the  last  10  months  where  that  could  not  be  done  because 
of  totally  unexpected  strictures. 

We  were  lucky  to  get  a  urologist  in  to  put  a  catheter  in  or  do 
supra-pubic  or  transabdominal  catheterizations.  If  that  could  not 
have  been  done,  we  would  have  had  to  wake  the  patient  up  and 
send  them  elsewhere,  which  is  not  a  benign  procedure. 
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Besides  the  life-  and  limb-threatening  medical  needs  of  patients 
in  major  surgical  procedures,  I  am  worried  about  the  financial  via- 
bility of  general  hospitals.  These  have  emergency  rooms  and  end  up 
caring  for  many  patients  with  no  insurance.  The  multiple  specialty 
hospitals  need  the  revenues  submitted  from  elective  surgery  to  sur- 
vive to  give  care  to  the  general  community. 

There  is  concern  that  most  of  these  specialty  hospitals  take  far 
fewer  Medicaid  patients.  According  to  a  recent  article  in  the  New 
England  Journal  of  Medicine,  since  1990  the  number  of  U.S.  spe- 
cialty hospitals  that  are  owned  by  physicians  has  tripled  to  over 
100.  Physicians  are  attracted  for  two  reasons:  to  control  the  hos- 
pital setting  and  for  income. 

MedPAC  has  found,  again,  that  generally  these  hospitals  do  not 
take  serious  patients,  and  many  hospitals  have  an  average  of  only 
16  beds.  If  you  have  a  16-bed  specialty  hospital,  there  is  no  way 
you  can  afford  to  keep  multiple  specialties  there.  You  cannot  keep 
vascular  surgeons  in-house.  You  cannot  get  high-tech  radiologists 
in-house  to  do  angiograms.  It  is  too  small  of  a  hospital  to  do  that 
kind  of  work.  The  sicker  patients,  therefore,  end  up  in  the  commu- 
nity hospitals. 

I  have  personally  served  on  the  board  of  a  community  hospital 
for  over  9  years.  I  know  that  hospitals  cannot  survive  with  Medi- 
care and  Medicaid  alone.  It  is  unfair  of  specialty  hospitals  to  dis- 
criminate against  Medicaid  patients  to  the  detriment  of  community 
hospitals  that  are  struggling  to  pay  off  their  debt.  So  the  major 
hospitals  in  the  city  run  an  excess  of  1.5  percent — a  1-percent  oper- 
ating margin.  It  is  amazing  they  can  survive  at  all. 

In  conclusion,  all  hospitals  must  be  able  to  take  care  of  the  unex- 
pected any  time.  They  cannot  let  dollars  get  ahead  of  patient  safety 
and  quality  of  issues. 

Thank  you. 

The  Chairman.  Thank  you. 

[The  prepared  statement  of  Dr.  Cobey  appears  in  the  appendix.] 

The  Chairman.  Ms.  Morrison,  the  Government  Accountability 
Office  released  a  report  I  have  referred  to  on  the  effect  of  physi- 
cian-owned hospitals  on  community  hospitals.  The  report  did  not 
find  that  general  hospitals  made  more  competitive  changes  in  re- 
sponse to  specialty  hospitals  entering  the  market. 

The  Government  Accountability  Office  also  found  no  statistical 
difference  in  terms  of  clinical  or  operational  changes.  Your  testi- 
mony, however,  provides  specific  examples  of  changes  made  be- 
cause of  specialty  hospitals. 

Would  you  comment  on  the  GAO  survey  and  its  findings? 

Ms.  Morrison.  Yes.  Sioux  Valley,  along  with  a  number  of  our  co- 
alition hospitals,  received  that  survey  and  responded  to  it.  The  sur- 
vey itself  was  very  general  and  it  did  not  probe  deep  enough  to  un- 
dercover circumstances  like  those  mentioned  in  my  testimony. 

It  also  appeared  that  the  results  of  the  GAO  survey  contradicted 
some  of  Medicare's  findings  that  were  just  released  last  month.  A 
couple  of  those  examples  would  be  that  heart  hospitals  do  divert 
patients  away  from  community  hospitals.  Also,  community  hos- 
pitals have  higher  Medicaid  populations  and  community  hospitals 
have  lower  margins. 

The  Chairman.  Thank  you. 


36 


Mr.  Mulholland,  CMS  stated  in  its  interim  report  that,  outside 
the  whole  hospital  exception  to  self-referral  law,  there  is  no  addi- 
tional restriction  in  the  self-referral  statute  or  regulations  regard- 
ing legality  of  physician  investment. 

However,  in  CMS's  own  regulation  implementing  the  self-referral 
law,  CMS  also  recognized  that  physician  ownership  of  hospitals, 
particiilarly  specialty  hospitals,  could  complicate  the  anti-kickback 
statute. 

CMS,  in  its  final  rule  issued  March,  2004,  clearly  saw  the  nexus 
between  the  two  laws.  But  today  CMS  tells  us  that  the  investiga- 
tion and  prosecution  under  these  laws  are  beyond  mandates  and 
someone  else's  concerns,  and  that  is  the  discussion  I  had  with  Dr. 
McClellan  about  the  role  played  by  the  Office  of  Inspector  General. 

A  question.  Why  is  the  government  looking  at  physician  invest- 
ment in  two  different  silos?  What  is  the  real  connection  between 
the  anti-kickback  statute  and  the  self-referral  law,  and  why  is  the 
government  only  using  the  one  to  enforce  those  arrangements? 

Mr.  Mulholland.  Well,  I,  of  course,  cannot  speak  for  the  govern- 
ment, but  I  can  speak  to  my  opinion  as  to  how  those  two  laws 
intersect  with  one  another. 

Whenever  you  are  looking  at  a  financial  relationship  between  a 
doctor  and  a  hospital,  ownership,  employment,  whatever,  you  start 
with  the  physician  self-referral  law,  because  unless  you  can  fit 
within  an  exception,  then  the  doctor  is  prohibited  from  referring 
patients  to  the  hospital. 

I  But  you  also  have  to  look  at  the  anti-kickback  statute,  because 
j  as  CMS  recognized  in  the  preamble  to  the  March,  2004  regulations 
/  under  the  referral  law,  the  kickback  law  could  still  apply  to  physi- 
■  cian  ownership  in  hospitals,  especially  if  the  physician  ownership 
'  in  the  equity  that  the  doctors  had  invested  was  nominal  or  the  eq- 
uity investment  was  merely  a  way  of  directing  a  lot  of  revenue  to 
the  doctors  for  relatively  little  up-front  investment. 

The  Office  of  Inspector  General  recognized  that  last  year,  in  its 
compliance  guidance  for  hospitals  that  came  out  in  January,  where 
they  said  there  are  a  number  of  things  that  they  would  look  at  in 
any  kind  of  joint  venture,  whether  it  is  a  hospital,  a  surgi-center, 
a  diagnostic  treatment  center,  which  is  whether  or  not  the  doctors 
have  a  bona  fide  investment,  whether  or  not  there  is  dispropor- 
tionate return  on  investment. 

So  these  issues  have  been  around  for  a  while,  and  I  think  that 
both  CMS  and  the  Office  of  Inspector  General  would  do  well  to  co- 
ordinate, as  I  am  sure  they  do,  in  terms  of  their  enforcement  policy 
and  in  terms  of  how  they  would  view  these  hospitals  before  they 
are  allowed  to  participate  in  the  Medicare  program. 
The  Chairman.  Thank  you. 

Dr.  House,  MedPAC  recently  issued  an  update  to  its  last  report 
on  specialty  hospitals.  That  report  found  that,  compared  to  general 
hospitals,  specialty  hospitals,  on  average,  had  a  shorter  length  of 
stay. 

However,  the  report  also  found  that  these  same  surgical  hos- 
pitals had  costs  that  were  significantly  higher  than  general  hos- 
pitals. How  do  you  reconcile  the  difference? 

Dr.  House.  I  cannot  reconcile  the  difference.  I  can  only  speak  to 
our  particular  hospital.  We  were  part  of  the  contractual  arrange- 
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ments  with  a  big  not-for-profit  and  we  chose  to  go  out  and  get  con- 
tracts on  our  own,  and  we  took  a  significant  reduction  in  per-pay- 
ment  contracts  with  the  insurance  companies. 

So  in  our  particular  hospital,  what  we  have  found  is  that  we 
have  had  to  cut  costs  significantly  to  make  up  for  those  costs.  Now, 
how  do  we  do  that?  This  is  an  example  of  why  physician  ownership 
of  hospitals  can  have  a  very  positive  impact  on  the  pa5rment  sys- 
tem. 

We  had  a  neurosurgeon  who  was  part  of  our  board.  At  our 
monthly  board  meetings,  we  looked  at  our  expense  lines.  Our  neu- 
rosurgeon said,  what  is  this  expense  here?  We  said,  well,  that  is 
the  expense  for  the  implants  that  you  are  putting  in. 

He  said,  well,  how  much  are  they?  The  administrator  said,  they 
are  around  $5,000  apiece.  He  said,  $5,000  apiece  for  that?  That  is 
ridiculous.  Mind  you,  this  is  a  neurosurgeon  who  has  been  in  prac- 
tice for  probably  20  years  in  a  community  hospital  and  has  really 
never  known  what  the  cost  of  these  implants  were. 

So  what  happened  is  the  neurosurgeons  all  got  together  and  they 
went  to  the  vendors  and  said,  look,  the  quality  difference  between 
all  of  these  implants  is  negligible.  We  want  the  lowest  price.  We 
subsequently  cut  the  cost  of  our  implants  by  approximately  50  per- 
cent. The  surgeons  did  not  trade  off  quality,  but  we  certainly  re- 
duced the  costs  significantly. 

Ultimately,  the  physician  is  going  to  be  in  charge  and  the  physi- 
cian is  actually  going  to  have  to  be  with  the  patient  if  there  is  a 
complication,  so  he  has  to  make  that  choice  of  cost  versus  outcome, 
and  is  in  a  better  position  to  do  that — reduce  costs  and  still  main- 
tain outcomes — because  he  is  ultimately  liable  and  responsible  for 
the  patient  care. 

The  Chairman.  All  right. 

Dr.  Cobey,  my  last  question  for  this  panel  is  for  you.  Your  testi- 
mony provided  some  insight  into  the  potential  dangers  of  limited 
service  facilities.  Oftentimes,  procedures  performed  at  these  facili- 
ties are  complex,  highly  specialized,  and  invasive.  Given  the  com- 
plexity of  these  procedures,  do  you  believe  that  safe  care  can  be 
provided  to  patients  at  specialty  hospitals? 

Let  me  follow  up  at  the  same  time.  Keeping  in  mind  that  there 
are  many  rural  critical  access  centers  without  the  ability  to  have 
a  physician  on  hand  24  hours  a  day,  in  your  opinion  should  all  hos- 
pitals conducting  invasive  procedures  be  required  to  have  a  physi- 
cian on  hand  following  a  complex  procedure? 

Dr.  COBEY.  In  terms  of,  can  specialty  hospitals  safely  function, 
they  do  in  terms  of  pediatric  orthopedic  hospitals.  There  is  a  net- 
work around  the  country  of  pediatric  orthopedic  hospitals  that  do 
excellent  work.  Mainly,  children  do  better  than  older  adults  with 
complications,  and  they  are  well  prepared  for  problems. 

In  terms  of  having  a  doctor  on  staff,  in  every  rural  hospital  you 
cannot  afford  it,  but  you  must  have  somebody  there  24  hours  a  day 
who  can  resuscitate  a  patient.  It  can  be  a  nurse,  it  can  be  a  res- 
piratory therapist,  or  a  physician's  assistant. 

You  must  have  somebody  who  can  resuscitate,  be  qualified  in  re- 
suscitation, somebody  who  is  trained  by  an  anesthesiologist,  pos- 
sibly. Otherwise,  you  should  not  have  the  doors  open. 

The  Chairman.  Senator  Baucus? 
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Senator  Baucus.  Thank  you,  Mr.  Chairman. 

Dr.  House,  I  am  just  trying  to  explore  why  doctors  want  to  form 
these  specialty  hospitals,  what  is  really  going  on  here. 

You  mentioned  in  your  testimony  that  you  tried  to  get  certain 
equipment  in  your  area,  you  went  to  the  community  hospitals  and 
they  did  not  provide  it,  and  so  on,  and  so  forth.  So  one  reason,  is 
to  get  the  best,  latest  available  equipment.  I  assume  that  is  one 
reason  why  doctors  do  this. 

Dr.  House.  Yes,  sir. 

Senator  Baucus.  Are  there  other  reasons?  What  I  am  getting  at 
is,  obviously,  compensation.  That  is,  to  what  degree  is  it  that,  gen- 
erally, doctor's  frustrations  that  not  only  is  it  difficult  with  commu- 
nity hospitals  to  get  the  right  equipment,  but  also  compensation 
and  remuneration  are  just  going  south  in  the  physician  community, 
whether  it  is  medical  malpractice  premiums  or  whether  it  is  inad- 
equate Medicare  reimbursement,  or  whatever  it  is?  Why  do  doctors 
want  to  form  these  arrangements? 

Dr.  House.  I  think  you  hit  on  it  right  away.  A  lot  of  it  is  frus- 
tration. We  spend  a  lot  of  money  on  health  care  in  this  country, 
$2  trillion,  per  capita  more  than  any  place  in  the  entire  world.  Phy- 
sicians, as  far  as  physician  reimbursement  for  their  fees,  is  only 
about  15  percent  of  that. 

So,  we  really  own  and  control  only  about  15  percent  of  the  health 
care  system,  but  we  are  ultimately  responsible  and  liable  for  the 
outcomes  that  the  patients  have.  In  the  hospitals  that  most  of  us 
work  in,  we  are  still  liable  and  responsible,  but  we  do  not  have  any 
control.  You  can  only  have  control  through  ownership. 

You  can  be  on  committees,  but  when  you  are  in  control  and  you 
are  in  charge,  you  can  make  changes.  If  I  go  up  to  the  floor  and 
a  nurse  is  not  doing  the  proper  thing,  I  can  go  directly  to  that  ad- 
ministrator and  say,  this  needs  to  change.  We  need  to  have  some- 
thing changed,  and  changed  now.  I  do  not  have  to  go  through  a 
bunch  of  committees.  I  do  not  have  to  go  through  all  the  t5^ical 
hospital  bureaucracy.  We  can  make  the  changes. 

This  frustration  that  we  feel — and  I  know  the  hospitals  are 
under  a  lot  of  payment  pressures  as  well  and  they  have  a  lot  of  dif- 
ferent decisions  to  make  in  trying  to  figure  out  where  to  allocate 
their  resources — but  when  we  are  the  ones  who  are  liable  and  re- 
sponsible for  the  care  of  the  patient  and  we  really  do  not  have  any 
control  over  that,  where  most  of  our  health  care  is  actually  deliv- 
ered in  our  hospital,  then  it  becomes  very  frustrating.  What  is  hap- 
pening is  the  physicians  are  going  out  and  saying,  you  know,  we 
have  to  change  this. 

Senator  Baucus.  All  right.  As  I  hear  you,  the  frustration  is  es- 
sentially inadequate  community  hospital  response  to  health  care 
needs.  That  is  basically  what  I  hear  you  saying. 

Dr.  House.  I  think  that  is  a  lot  of  it. 

Senator  Baucus.  All  the  paperwork  and  all  of  the  frustration  and 
so  forth.  So,  what  can  be  done  at  hospitals  to  address  that? 

Dr.  House.  Well,  I  think  that  alignment  of  the  physicians'  and 
the  hospitals'  economic  interests  is  valuable.  There  are  a  lot  of 
ways  to  do  that.  One  is  that  the  doctors  can  own  the  hospital,  or 
I  have  really  no  problem  whatsoever  with  the  hospitals  owning  the 
doctors,  as  in  Sioux  Falls,  because  then  the  hospitals  and  the  doc- 


39 


I  tors  are  all  lined  up  together  for  exactly  the  same  thing.  We  do  not 
I  need  to  be  pulling  apart,  we  need  to  be  pulling  together. 
I  The  economic  interests  of  what  we  do,  need  to  be  lined  up  with 
i;  the  economic  interests  of  what  the  hospital  does.  I  do  not  know,  at 
j  the  end  of  the  day,  if  we  as  the  physicians  who  are  in  absolute  con- 
I  trol  because  we  own  the  majority  of  it  are  going  to  be  better  than 
j|  the  hospital  administrators,  but  I  think  that  we  ought  to  have  the 
I    chance  and  the  opportunity  to  try. 

!  Senator  Baucus.  What  if  you  did  not  own  your  hospitals,  but 
I    that  when  you  had  a  legitimate  concern  about  the  quality  of  care 

at  a  hospital,  that  was  reasonably  and  well  taken  care  of?  Would 

that  be  a  better  system? 
i      Dr.  House.  I  think  it  would  be  a  great  system  to  have.  Whether 

or  not  that  is  possible  in  a  capitalist  

I  Senator  Baucus.  I  am  not  asking  that  question.  I  am  asking, 
j!    would  that  be  better  in  terms  of  patient  care? 

j  Dr.  House.  Well,  I  think  as  long  as  the  doctors  truly  had  control. 
I    I  do  not  know  how  you  can  get  control  without  ownership. 

Senator  BAUCUS.  No.  That  is  my  question.  Control  is  kind  of  an 
interesting  term.  I  am  saying,  if  doctors'  legitimate  concerns  for  the 
I    well-being  of  their  patients  were  addressed  at  a  hospital,  but  doc- 
I    tors  could  not  own  the  facilities,  would  that  be  a  better  system? 

Dr.  House.  I  think  if  we  could  figure  out  a  way  to  do  that,  and 

you  guys  are  smarter  than  I  am  to  try  to  figure  it  out  

Senator  Baucus.  No,  we  are  in  this  together. 
Dr.  House.  Well,  I  have  been  in  practice  for  18  years,  and  it  is 
getting  increasingly  more  difficult. 

Senator  Baucus.  We  do  not  have  a  lot  of  time  here.  I  would  like 
to  ask  Ms.  Morrison,  and  maybe  Dr.  Cobey,  what  about  doctors' 
frustrations  that,  hey,  we  cannot  get  this  equipment,  or  patients 
I    need  this,  and  so  on  and  so  forth? 

Dr.  Cobey.  I  have  been  in  practice  30  years.  I  know  nursing 
I    staff;  my  wife  is  a  nurse.  I  know  the  hospital.  When  I  have  a  prob- 
I    lem,  I  have  no  problem  going  to  the  chief  nurse  of  the  hospital,  a 
I    900-bed  hospital,  or  the  hospital  administrator  and  talking  with 
I    them  in  solving  the  problem.  My  experience  is,  the  administration 
I    is  very  open  to  physicians  who  have  suggestions  on  how  to  give  bet- 
ter care. 
Senator  Baucus.  All  right. 
Ms.  Morrison? 

Ms.  Morrison.  Just  one  addition  to  that.  I  cannot  comment  on 
Dr.  House's  situation,  but  I  can  tell  you  that  it  is  in  the  best  inter- 
ests of  the  community  hospital  to  have  a  good  relationship  with 
their  physicians. 

After  all,  it  is  the  physicians  who  have  the  admitting  power  that 
puts  the  patients  into  the  hospital.  So  in  my  experience,  the  admin- 
istration has  been  very  open  to  the  requests  of  the  physicians  and 
has  been  responsive. 

Senator  Baucus.  I  know  it  is  kind  of  hard  to  answer  this  ques- 
tion, but  just  your  honest  kind  of  subjective  assessment.  To  what 
degree  are  these  specialty  hospitals  formed  because  of  the  frustra- 
tion that  doctors  have  with  the  administration?  On  the  other  hand, 
to  what  degree  is  it  because  it  is  an  opportunity  to  not  only  have 
more  control  generally,  but  also  to  increase  their  income? 
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Ms.  Morrison.  My  personal  opinion? 

Senator  Baucus.  Yes,  I  am  asking  your  personal  opinion. 

Ms.  Morrison.  My  personal  opinion  is  that,  in  my  experience,  it 
is  not  about  frustration,  it  is  about  the  financial  incentives  that  are 
associated  with  a  specialty  hospital. 

Senator  Baucus.  Dr.  House,  you  were  quite  critical  of  Ms.  Morri- 
son's hospital's  CEO's  remuneration.  How  much  did  you  say  it  was? 

Dr.  House.  Almost  $900,000  a  year. 

Senator  BAUCUS.  And  that  is  public  information,  is  it  not? 
Dr.  House.  Yes,  it  is. 

Senator  Baucus.  What  do  you  make  a  year? 
Dr.  House.  My  group  

Senator  Baucus.  Total.  What  you.  Dr.  House,  make  a  year. 

Dr.  House.  In  my  practice? 

Senator  BAUCUS.  Associated  with  your  practice. 

Dr.  House.  Approximately  $500,000. 

Senator  Baucus.  And  what  do  the  other  doctors  make? 

Dr.  House.  We  all  pretty  much  are  paid  the  same.  Our  average 
partner  income  is  about  $500,000  a  year.  That  is  probably  the  top. 
We  are  in  a  very,  very  relatively  wealthy  area,  like  you  mentioned 
earlier.  We  do  not  have  a  huge  Medicaid/Medicare  population.  We 
are  probably  in  the  top  95th  percentile  of  physicians  as  far  as  our 
practice  income  is  concerned. 

Senator  BAUCUS.  Right. 

Dr.  House.  Which,  when  I  saw  that  the  doctors  in  South  Dakota 
make  $1.8  million,  that  just  sort  of  shocked  me. 

Senator  BAUCUS.  You  have  to  move!  [Laughter.] 

Dr.  House.  Yes.  I  actually  went  to  school  there.  I  went  to  under- 
graduate school  there,  and  I  went  to  2  years  of  medical  school  there 
in  South  Dakota,  and  maybe  I  should  think  about  going  back. 

Senator  Baucus.  Well,  I  do  not  know  a  lot  about  your  financial 
arrangements,  obviously.  But  that  figure  you  gave,  is  that  in  addi- 
tion to  or  does  that  include,  say.  Medicare  fees  or  other  payments 
you  get  as  a  physician? 

Dr.  House.  It  is  from  hospital  distributions  and  everything. 

Senator  Baucus.  That  is  total. 

Dr.  House.  Yes.  Our  clinical  income  is  probably — well,  income  is 
not  cash,  of  course,  because  we  actually  take  less  cash  than  income, 
because  much  of  our  income  goes  back  into  investment. 

For  instance,  if  we  have  to  make  principal  payments  to  the  hos- 
pital, that  is  income  to  us,  but  we  do  not  actually  get  the  cash.  So 
I  think  last  year,  $500,000  was  our  income,  but  our  cash  was  prob- 
ably around  $390,000. 

Senator  Baucus.  Do  you  have  any  investment  income  from  the 
hospital? 

Dr.  House.  Yes. 

Senator  Baucus.  And  that  is  included? 

Dr.  House.  Well,  hopefully  some  day.  Our  net  cash  flow  since  we 
opened  the  hospital  to  the  physicians,  we  are  on  the  hook  for  about 
$41  million.  We  leveraged  our  entire  group,  and  most  of  the  physi- 
cians did.  Our  net  cash  flow — I  actually  got  this  number  from  my 
CFO — as  of  April  30,  2006  is  minus  $12  million  as  far  as  what  we 
put  in  versus  what  we  have  gotten  out. 


41 


j|       Senator  Baucus.  Mr.  Chairman,  I  do  not  want  to  take  a  lot  of 
,    time  here,  but  I  want  to  ask  one  more  question, 
j       Let  me  ask  this  question.  How  much  time  do  you  and  your  asso- 
ciates spend  on  management  issues  as  opposed  to  health  care 
j  issues? 

I  Dr.  House.  I  personally  have  a  significant  input  because  I  am 
||  the  managing  partner  of  our  urology  group.  We  have  a  very  large 
I  group.  We  have  48  urologists,  the  biggest  urology  group  in  the 
!  country.  As  the  managing  partner,  and  the  fact  that  I  am  also  on 
\  the  board  of  the  hospital  itself,  then  I  personally  have  a  significant 
'i    amount  of  time. 

I       We  were  fortunate  in  that  when  we  purchased  the  hospital  we 

I  had  an  administrator  of  our  practice,  our  CEO,  who  had  extensive 
hospital  administrative  experience  before  he  came  to  our  practice, 
so  we  moved  him  over  to  the  CEO  position  of  our  hospital. 

So,  I  have  a  day-to-day  working  relationship  with  him  from  a 
long-term  relationship  when  he  was  the  administrator  of  our  prac- 

!    tice.  So,  I  personally  do  have  a  fair  amount. 

j       Senator  Baucus.  All  right. 

I       Are  you  aware  of  any  AIDS  specialty  hospitals? 

I       Dr.  House.  Excuse  me? 

I       Senator  Baucus.  Any  hospitals  that  specialize  in  AIDS? 

Dr.  House.  No,  sir.  I  am  not  aware  of  that. 
I       Senator  Baucus.  Are  there  any  hospitals  that  specialize  with 
pneumonia  care? 

Dr.  House.  I  am  not  aware  of  that. 

Senator  Baucus.  There  are  not  any,  that  I  am  aware  of.  Why  do 
I    you  suppose  that  is? 

Dr.  House.  There  are  a  lot  of  reasons.  Probably  if  someone  tried 
to  specialize  in  pneumonia  care  alone,  which  would  probably  be  a 
very  good  thing  for  the  patients  

Senator  Baucus.  Or  AIDS. 

Dr.  House.  Or  AIDS,  too.  If  you  had  a  hospital  that  specialized 
and  focused  just  on  AIDS  treatment,  I  can  almost  assure  you  that 
the  treatment  would  be  better. 

It  is  probably,  however,  very,  very  difficult  for  that  particular  fa- 
cility, under  the  payment  system  we  live  under,  to  actually  get  paid 
enough  money  for  that  to  make  sense.  They  probably  economically 
could  not  do  it. 

All  institutions,  all  hospitals  have  to  put  more  money  on  the 
books  than  expenses  or  they  would  not  survive.  Maybe  that  is 
something  that  we  should  think  about,  the  way  the  payment  sys- 
tem is,  and  we  could  encourage  more  specialization,  specialty  hos- 
pitals in  AIDS,  pneumonia,  and  some  other  diseases. 

Senator  Baucus.  Well,  I  thank  you,  Mr.  Chairman,  for  being  so 
indulgent.  Frankly,  this  whole  area  is  raising  lots  of  provocative 
questions  which  we  do  not  have  time  to  get  into  right  now.  I  wish 
we  did,  frankly. 

Dr.  House.  Yes,  sir. 

Senator  Baucus.  I  wish  we  had  a  lot  of  time,  Mr.  Chairman,  to 
get  into  our  health  care  system  and  address  costs  and  reimburse- 
ment. There  are  a  lot  of  things  here,  because  our  system  is  really 
strained  a  lot. 
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You  said  yourself,  Dr.  House,  you  had  a  figure  that  we  have 
twice  as  much  per  capita  health  care  in  this  country. 

Dr.  House.  Than  anywhere  in  the  world.  We  are  not  getting  the 
bang  for  our  buck. 

Senator  Baucus.  And  we  are  not  twice  as  healthy. 

Dr.  House.  Yes,  sir.  That  is  absolutely  right. 

Senator  Baucus.  And  it  is  a  huge  issue. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

I  have  a  summation.  First  of  all,  for  members  who  have  ques- 
tions or  prepared  remarks,  I  would  like  to  have  them  submitted  no 
later  than  May  26th. 

It  is  important,  first  and  foremost,  for  us  to  strengthen  oversight 
of  all  hospitals  to  ensure  that  no  patient  is  provided  care  that  fails 
to  meet  basic  standards  for  quality  and  safety. 

Also,  it  is  clear  from  today's  testimony  that  something  other  than 
just  another  report  needs  to  be  done,  so  I  have  asked  the  Office  of 
Inspector  General  to  review  patient  safety  and  quality  care  at  spe- 
cialty hospitals. 

Further,  I  have  asked  the  Government  Accountability  Office  to 
review  financial  arrangements  to  ensure  that  these  complex  busi- 
ness deals  are  not  providing  sweetheart  deals  in  exchange  for  pa- 
tient referral. 

The  committee  also  anxiously  awaits  the  Strategic  and  Imple- 
menting Plan  that  I  talked  to  Dr.  McClellan  about.  We  trust  that 
CMS  will  provide  some  real  reforms  in  the  final  version. 

Payment  reforms  are  only  part  of  the  solution.  Clear  disclosure 
to  patients  about  the  investment  interest  physicians  have  in  spe- 
cialty hospitals  will  provide  much-needed  transparency  that  is 
needed  for  peace  of  mind  for  patients. 

CMS  also  needs  to  enact  regulations  preventing  sweetheart  deals 
from  being  a  key  financial  arrangement  for  these  facilities.  Physi- 
cians' investments  which  could  lead  to  conflict  of  interest  need  to 
be  disclosed,  just  like  conflict  of  interest  for  lawyers  and  account- 
ants. 

These  investments  should  be  bona  fide  to  ensure  that  it  is  not 
just  a  cash  pay-out  in  disguise.  Physicians'  disclosures  should  not 
be  limited  to  finance.  Informed  consent  for  patients  should  include 
information  regarding  the  quality  of  care  that  patients  will  receive. 

CMS  should  make  serious  commitments  to  oversight  of  specialty 
hospitals,  and  more  generally  the  Stark  law  as  a  whole.  This  over- 
sight should  include  providing  clear,  universal  guidance  in  the  form 
of  regulations. 

These  regulations  should  address  the  disclosure  of  investment  in- 
terests, penalties  under  18  U.S.C.  1001  for  failing  to  disclose,  and 
implementing  systems  and  controls  to  ensure  that  abusive  prac- 
tices and  fraudulent  activities  are  quickly  detected  and  prosecuted. 

I  thank  all  of  you  for  participating  in  this  panel.  The  hearing  is 
adjourned.  Thank  you  very  much. 

[Whereupon,  at  12:21  p.m.,  the  hearing  was  concluded.] 
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Statement  of  Senator  Max  Baucus 

Specialty  Hospitals 
Senate  Finance  Committee  Hearing 
May  17,  2006 

Thanks,  Mr.  Chairman.  And  thank  you  to  our  witnesses  for  being  here  today.  You  have  some 
important  testimony  to  give. 

Today  we  examine  the  issue  of  specialty  hospitals.  These  are  physician-owned  facilities 
primarily  or  exclusively  engaged  in  cardiac,  orthopedic,  or  surgical  care.  Specialty  hospitals  are 
typically  small.  They  range  in  size  from  a  few  beds  to  a  few  dozen.  There  are  more  than  100 
specialty  hospitals  nationwide. 

One  might  wonder  why  these  relatively  few,  and  relatively  small,  facilities  have  led  to  such 
heated  debate  in  Congress.  Why  is  there  a  moratorium  on  their  expansion?  Why  is  this  issue  such 
cause  for  concern?  There  are  at  least  three  reasons. 

Reason  number  one:  As  we  will  hear  from  Ms.  Cindy  Morrison,  specialty  hospitals  can  have  a 
significant  effect  on  the  ability  of  full-service  hospitals  to  sustain  critical  health  care  services  in 
their  communities.  The  GAG  recently  found  that,  in  the  aggregate,  specialty  hospitals  had  little 
effect  on  the  survival  of  full-service  community  hospitals. 

But  as  we'll  hear  from  Ms.  Morrison,  that  is  hardly  true  of  the  examples  that  she'll  cite  in  South 
Dakota,  Kansas,  and  Louisiana.  I  look  forward  to  hearing  Ms.  Morrison's  examples  of  the  profound 
effects  specialty  hospitals  have  had  on  these  communities. 

Reason  number  two:  Specialty  hospitals  contribute  to  rising  health  costs.  America  spends 
$2  trillion  a  year  on  health  care.  That's  50  percent  more  than  the  next-highest-spending  country. 
We  need  to  get  more  for  our  health-care  spending.  And  it  appears  that  specialty  hospitals  aren't 
helping. 

The  independent  Medicare  Payment  Advisory  Commission  found  that  specialty  hospitals  are 
more  expensive  than  full-service  hospitals.  Specialty  hospitals  are  not  focused  factories  of 
efficiency.  MedPAC  found  that  orthopedic  and  surgical  hospitals  are  actually  20  percent  more 
expensive  than  their  full-service  counterparts.  The  nonpartisan  Congressional  Budget  Office  also 
believes  that  specialty  hospitals  drive  up  health  costs. 

Last  year.  Chairman  Grassley  and  I  wrote  legislation  to  prevent  the  growth  of  further  specialty 
hospitals.  CBO  told  us  that  this  bill,  if  enacted,  would  save  Medicare  money  over  the  long  term. 

These  findings  are  consistent  with  those  of  past  independent  analyses  regarding  self-referral.  In 
1989,  the  HHS  Inspector  General  looked  at  cases  where  referring  physicians  owned  or  invested  in 
independent  clinical  labs.  The  IG  found  that  patients  in  these  cases  received  45  percent  more  lab 
services  than  Medicare  patients  in  general.  Other  studies  showed  that  patients  of  physician-owners 
received  imaging  at  a  rate  of  4  to  AVi  times  more  than  patients  referred  to  independent  radiologists. 
And  these  patients  received  physical  therapy  at  rates  about  40  percent  higher  than  patients  referred 
to  independent  practitioners. 

As  a  result  of  these  analyses.  Congress  passed  legislation  to  prohibit  self-referral  in  Medicare, 
with  a  few  exceptions.  But  17  years  after  the  first  self-referral  law  was  enacted,  self-referral  to 
specialty  hospitals  has  not  been  permanently  prohibited.  Despite  repeated,  independent  reports  that 
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specialty  hospitals  care  for  the  healthiest  and  most  profitable  patients,  specialty  hospitals  are 
allowed  to  carry  on. 

I  understand  that  physicians  are  often  fi-ustrated  with  hospital  management.  I  am  not  here  to 
defend  that  management.  I  know  that  the  physician-owned  specialty  hospital  model  is  attractive  in 
part  because  it  allows  doctors  to  have  more  control  over  their  workplace. 

But  we  cannot  ignore  the  other  side  of  this  story  We  can't  ignore  that  several  independent 
analyses  have  shown  that  specialty  hospitals  care  for  healthier,  more  profitable  patients.  The  GAO 
said  so  m  2003  HHS  said  so  m  2005.  And  MedPAC  said  so  m  2005  and  2006. 

In  short,  four  government  reports  have  shown  that  specialty  hospitals  care  for  healthier,  more 
profitable  patients. 

Reason  number  three,  my  final  concem  with  specialty  hospitals,  is  the  issue  of  patient  safety 
We  just  heard  from  Reverend  Michael  Wilson,  who  told  the  story  of  his  mother,  Helen  Wilson. 
Helen  Wilson  had  back  surgery  at  a  physician-owned  specialty  hospital  m  Portland,  Oregon.  The 
surgery  went  well.  But  she  went  into  sudden  cardiac  arrest  after  receiving  pam  medication  durmg 
recovery 

Ms.  Wilson  was  m  the  specialty  hospital  when  her  heart  stopped.  We  would  all  expect  her 
doctors  to  come  runmng  to  save  her.  But  there  were  no  doctors  around.  Instead,  nurses  at  the 
specialty  hospital  had  to  caU  911  for  help.  The  specialty  hospital  had  to  call  91 1 ,  so  that  a  fiill- 
service  hospital  could  care  for  the  specialty  hospital  patient. 

For  Ms.  Wilson,  the  help  from  the  paramedics  came  too  late.  She  passed  away  as  a  result  of  the 
loss  of  oxygen  to  her  brain  during  her  cardiac  arrest. 

This  was  a  preventable  death.  Had  Ms.  Wilson  knovm  then  what  this  committee  knows  now,  I 
can't  imagme  that  she  would  have  chosen  to  undergo  surgery  at  Physicians'  specialty  hospital. 

Regrettably,  preventable  deaths — deaths  from  medical  errors — do  occur  every  day  m  this 
country,  including  at  full-service  hospitals.  This  Confess  should  be  doing  all  it  can  to  fix  that,  by 
rewarding  quality  m  Medicare,  and  mvestmg  m  health  IT 

But  one  thing  we  should  not  be  doing  is  promoting  the  development  of  more  faciHties — ^like 
Physicians'  Hospital — that  are  hospitals  m  name  only 

Reverend  Wilson,  I  appreciate  your  coming  here  today  to  share  your  mother's  story  My  heart 
goes  out  to  you.  And  I  extend  my  sympathy  to  you  for  your  loss. 

Mr.  Chairman,  specialty  hospitals  have  had  sigmficant,  negative  effects  on  many  full-service 
hospitals.  Specialty  hospitals  cost  Medicare  more.  And  m  the  case  of  Helen  Wilson,  specialty 
hospitals  failed  to  care  for  her  when  she  needed  it  most. 

Let  us  do  what  we  can  to  protect  all  of  our  hospitals.  Let  us  do  what  we  can  to  control  medical 
costs.  And  let  us  do  what  we  can  to  see  that  there  is  not  another  case  like  Helen  Wilson's. 
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Senate  Finance  Committee 


May  1 7,  2006        James  C.  Cobey,  M.D.,  M.P.H.,  F. A.C.S. 

Good  mommg,  Senator  Grassley,  Senator  Baucus  and  Committee  Members. 
It  IS  an  honor  for  me  to  appear  before  your  committee  on  an  issue  of  patient 
care  that  has  concerned  me  for  a  number  of  years.  That  is  the  issue  of  patient 
safety  and  specialty  hospitals. 

I  have  been  a  practicmg  orthopaedic  surgeon  for  30  years  in  Washington, 
DC.  I  have  a  Masters  in  Public  Health  from  Johns  Hopkins  and  have  been 
looking  at  issues  in  health  care  m  the  United  States  and  abroad  for  most  of 
my  career    I  have  worked  with  many  international  organizations  and  non- 
governmental organizations  in  disaster  relief,  refugee  health  care,  medical 
education,  and  most  recently  on  the  epidemiology  of  landmine  mjunes. 

In  preparation  for  this  testimony  I  have  reviewed  the  case  in  Portland, 
Oregon  where  a  patient  died  in  the  evemng  following  a  lumbar 
lammectomy  The  removal  of  a  lumbar  spmal  disk  in  a  lumbar  spine 
laminectomy  can  be  relatively  simple,  but  it  is  a  delicate  operation  and  at 
times  It  can  be  very  difficult.  The  patient  had  a  respiratory  arrest  and  died 
unexpectedly  on  the  ward  the  evening  after  surgery  There  were  no 
physicians  m  the  hospital  (which  is  not  a  requirement  for  hospitals  since 
there  are  many  small  hospitals  m  rural  areas  where  it  is  impossible  to  staff 
hospitals  with  physicians  around  the  clock.)  However,  the  hospital  in 
question  was  not  in  a  rural  environment  but  in  a  large  metropolitan  area.  The 
staff  should  have  been  able  to  use  the  crash  cart  to  perform  CPR  or 
cardiopulmonary  resuscitation.  No  one  was  available  to  put  in  an 
endotracheal  tube  to  ventilate  or  breathe  for  the  patient.  Maintaining  an 
airway  is  the  most  necessary  first  thing  that  must  be  done  to  resuscitate  a 
patient.  The  patient  died  before  the  ambulance  could  amve  on  a  91 1  call. 
We  should  expect  that  any  hospital  providing  major  surgery  would  be 
staffed  with  someone  who  can  resuscitate  a  patient  and  maintain  an  airway, 
especially  in  an  urban  environment  for  elective  major  surgery 

In  the  last  three  decades  I  have  observed  health  care  in  large  hospitals  such 
as  the  Washington  Hospital  Center  and  Georgetown  University  Hospital  as 
well  as  smaller  ones  such  as  Providence  Hospital  and  Sibley  Hospital  m 
Washington,  DC  and  a  community  hospital  m  Charles  County,  Maryland. 


I 
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When  I  look  at  my  practice  and  the  concept  of  orthopaedists  starting 
hospitals  just  for  elective  orthopaedic  cases,  I  worry  about  the  health  of 
patients  in  these  setting  unless  there  are  physicians  from  other  medical 
specialties  there  m-house.  Though  nmety-five  plus  percent  of  I  and  my 
colleagues  domg  elective  orthopaedic  procedures  have  no  problems,  one 
must  always  be  prepared  to  handle  the  unexpected. 

Let  me  give  you  some  specific  examples: 

•  In  the  last  ten  years  I  have  had  at  least  three  patients  who  developed, 
with  no  preoperative  signs,  acute  bowel  obstructions  that  needed 
specialist  work-up  and  emergency  surgery  withm  12  to  18  hours  of 
my  elective  total  joint  procedures. 

•  I  remember  clearly  one  situation  where  a  patient  m  the  recovery  room 
was  noticed  to  have  a  cold  pulseless  foot  after  total  knee  surgery 
Fortunately  we  had  an  expert  radiology  team  m  house  and  a  vascular 
surgeon.  We  found  that  a  simple  atherosclerotic  plaque  had  broken 
off  m  the  femoral  artery  under  where  we  commonly  place  the 
tourmquet.  The  plaque  caused  an  occlusion  to  all  blood  flow  m  the 
leg.  After  we  obtained  an  emergency  angiogram  from  an 
interventional  radiologist,  a  vascular  surgeon  was  able  to  do  an 
endarterectomy  within  two  hours  of  my  surgery  and  save  the  leg. 

•  I  had  another  patient  a  few  years  ago  come  m  for  routine  total 
shoulder  replacement  surgery  Everything  was  going  well  m  what  is 
usually  a  straightforward  procedure  when  there  was  severe 
unexpected  bleeding.  I  needed  the  help  of  a  vascular  surgeon  to 
control  the  bleeding.  The  patient  did  well,  and  when  we  did  a 
postoperative  angiogram  we  found  a  rare  vascular  malformation. 

•  Just  two  months  ago  dunng  a  routme  total  hip  procedure  on  a  patient 
with  mild  hypertension  controlled  by  a  mild  diuretic,  the  patient 
developed  severe  hypertension  dunng  induction  for  surgery  The 
anesthesiologist  was  able  to  control  it,  but  the  patient  developed 
severe  cardiac  arrhythmias  after  the  surgery  started.  Postoperatively 
she  kept  having  arrhythmias.  We  were  able  to  have  the  patient 
monitored  after  surgery  and  seen  that  day  by  a  cardiologist  m-house  to 
change  the  medications  and  stabilize  the  patient. 


I  have  informally  canvassed  a  number  of  my  colleagues  about  postoperative 
or  intraoperative  problems  they  have  had  for  elective  orthopaedic 
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procedures.  It  is  the  elderly  patients  over  sixty-five  where  most  of  the 
complications  may  occur.  The  most  acute  problems  are  vascular,  unnary,  or 
abdominal. 

Let  me  give  you  a  few  more  examples.  Many,  if  not  most,  older  patients 
undergoing  elective  joint  surgery  have  some  underlying  vascular  problems. 
In  any  case,  sudden  unexpected  vascular  compromise  needs  immediate  care, 
as  did  the  problems  I  mentioned  above.  One  of  my  colleagues  had  torn 
popliteal  vessels  (the  large  blood  vessel  behind  the  knee)  dunng  revision 
knee  surgery  The  vessel  had  been  scarred  into  the  tissues  around  the 
prosthesis  that  was  being  removed.  When  the  vessel  tore  dunng  carefiil 
removal  of  the  prosthesis  it  took  emergency  vascular  surgery  to  successfully 
save  the  leg.  Another  of  my  colleagues  had  a  similar  problem  just  a  few 
weeks  ago. 

One  of  the  best  spme  surgeons  in  the  city  injured  an  aberrant  vertebral  artery 
dunng  routine  antenor  cervical  spine  surgery  a  few  years  ago.  The  patient 
almost  died.  The  interventional  radiological  vascular  team  was  able  to  stop 
the  bleeding  and  the  patient  did  very  well 

Another  of  my  colleagues  had  a  patient  develop  a  stroke  dunng  surgery  that 
was  first  noticed  in  the  recovery  room.  The  stroke  team  consisting  of 
neurologists  and  radiologists  took  over  and  handled  the  patient  well.  The 
patient  recovered  well  with  appropnate  therapy 

One  can  say  that  specialty  hospitals  should  only  do  the  simple  procedures 
where  these  complications  are  not  expected,  but  that  means  the  more  costly 
cases  are  shifted  to  the  community  hospital.  Vascular  compromise  is  rare 
and  too  often  completely  unexpected,  but  when  it  happens  there  is  little  time 
to  call  in  help.  For  safe  orthopaedic  surgery,  other  specialists  must  be 
immediately  available  to  handle  these  problems. 

Another  problem  area  is  unnary  system  fimction.  I  have  had  many  cases  of 
spme  surgery  and  total  joint  surgery  where  I  needed  to  have  a  unnary 
catheter  placed,  due  to  the  length  of  the  procedure.  Many  times  I  have  found 
totally  unexpected  stnctures  where  I  have  needed  to  call  m  a  urologist  to 
pass  a  special  catheter  often  by  fiberoptic  endoscopy,  and  a  few  times  by  a 
suprapubic  approach.  If  a  urologist  had  not  been  available  in-house,  we 
would  have  had  to  cancel  the  case  and  wake  the  patient  up.  Remembenng 
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that  the  most  difficult  times  m  anesthesia  are  induction  and  wahng  the 
patient,  that  is  not  a  great  choice  for  the  patient. 

Besides  the  hfe-  and  hmb-threatemng  medical  needs  of  patients  with  major 
surgical  procedures,  I  am  worried  about  the  effect  on  the  financial  viability 
of  general  hospitals  which  have  emergency  rooms  and  end  up  canng  for 
many  patients  with  little  or  no  insurance.  The  major  multiple  specialty 
hospitals  need  the  revenue  fi'om  patients  admitted  for  elective  surgery  if  they 
are  going  to  survive  with  adequate  resources  to  take  care  of  the  general 
community  I  am  concerned  that  these  specialty  hospitals  take  a  smaller 
percentage  of  Medicaid  patients  compared  to  community  hospitals. 

When  I  was  m  medical  school  at  Hopkins  forty  years  ago  our  philosophy  as 
students  was  to  take  care  of  patients  as  our  calling.  Making  money  was 
irrelevant  to  our  reason  to  become  physicians.  I  feel  that  many  of  the 
physician-owned  facilities  exist  more  to  help  doctors  m  business  than  m 
taking  excellent  care  of  all  patients  irrelevant  of  their  ability  to  pay  for  care. 
Of  course  physicians  are  small  businesses  and  need  to  make  enough  income 
to  cover  their  costs — especially  medical  liability  insurance  costs.  Once 
those  costs  are  covered — ^which  is  by  no  means  small  (in  DC  it  is  $100,000  a 
year  for  an  orthopaedist) — our  goals  should  be  to  treat  patients  in  facilities 
that  best  meet  their  needs,  not  a  physician's  convenience  or  profit. 

According  to  an  article  m  the  New  England  Journal  of  Medicine  April  2005, 
since  1990  the  number  of  U.S.  specialty  hospitals  that  are  partly  owned  by 
physicians  has  tripled  to  approximately  100  Physicians  are  attracted  to 
investing  and  practicing  in  specialty  hospitals  for  two  main  reasons:  to 
directly  control  hospital  operations  m  relations  to  patient  care,  and  to 
augment  then:  income.  MedPAC  has  found  that  these  hospitals  generally 
take  patients  with  less  severe  illnesses  than  do  community  hospitals  and 
provide  less  uncompensated  care.  The  average  size  of  orthopaedic  specialty 
hospitals  reviewed  by  MedPac  in  2005  was  only  16  beds.  It  is  hard  to  keep 
meaningful  ancillary  facilities  for  emergencies  for  hospitals  that  small.  The 
sicker  patients  then  end  up  at  community  hospitals  costing  them 
disproportionately  more  money  in  resources. 

The  Amencan  Hospital  Association  has  also  reviewed  the  issue  and  is 
concerned  about  the  problem  of  physician  conflict  of  interest  when  they 
have  ownership  m  a  hospital.  I  am  concerned  about  this  conflict  of  interest 
for  hospitals  and  also  for  the  proliferation  of  outpatient  surgical  centers 
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!j  owned  by  physicians.  There  is  an  obvious  conflict  of  interest  in  all  of  these 

j  facilities  encouraging  physicians  to  refer  the  best-insured  patients  to 

I  facilities  that  they  have  an  interest  m.  The  MedPac  study  showed  the 

I  specialty  hospitals  have  a  lower  share  of  Medicaid  patients  than  community 

I  hospitals. 

i| 

I  I  personally  served  on  a  board  of  a  community  hospital  for  nme  years,  and  I 

!  know  that  hospitals  cannot  survive  on  Medicaid  and  Medicare  alone.  It  is 

j  unfair  for  specialty  hospitals  to  discnminate  against  Medicaid  patients  to  the 

'  detnment  of  community  hospitals  who  are  struggling  to  give  excellent  care 

I  to  all  regardless  of  ability  to  pay  or  insurance  type. 

I  In  conclusion,  all  hospitals  must  be  able  to  be  ready  for  the  unexpected.  We 

j  cannot  let  dollars  get  ahead  of  patient  safety  and  quality  of  care  issues. 


1  Report  to  the  Congress:  Physician-Owned  Specialty  Hospitals,  Medicare 
Payment  Advisory  Committee,  March  2005 

2.  Protectmg  the  Health  Care  Safety  Net:  Limited-Service  Hospitals,  the 
Amencan  Hospital  Association. 

3  Oregon  Department  of  Human  Services — Complaint  Investigation  Report: 
Physicians  Hospital,  August  2005 

4  Iglehart,  J,  The  Uncertain  Future  of  Specialty  Hospitals:  New  England 
Journal  of  Medicine,  4/7/2005,  pp.  1405-1407 

5  Hackbarthm  G,  Physician-owned  specialty  hospitals,  Medicare  Payment 
Advisory  Commission,  May  2005 
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Mr.  Chairman  and  Members  of  the  Committee: 


My  name  is  John  M.  House,  MD,  a  practicing  urologist  from  Irvmg,  Texas.  I  am  a 
member  of  the  Board  of  USMD  hospital  in  Arhngton  and  also  one  of  almost  60  physician 
investors  m  that  facility  USMD  is  a  member  of  the  Amencan  Surgical  Hospital 
Association  (ASHA),  the  trade  orgamzation  for  physician  owned  hospitals  with 
specialized  capabilities.  I  am  testifying  on  behalf  of  ASHA  today 

In  addition  to  our  physician  partners,  more  than  200  doctors  mamtam  pnvileges  at  our 
facihty,  providing  a  broad  array  of  surgical  services.  In  fact,  our  busiest  surgeon  is  not  an 
investor.  He,  like  the  others,  is  drawn  to  USMD  because  of  the  high  quality  of  care  and 
focus  on  patients  that  are  the  hallmark  of  our  hospital  and  other  physician  owned 
facilities. 

Texas  Health  Resources,  the  largest  health  care  system  m  north  Texas,  is  also  a  partner  m 
USMD  Mat-Rx  Development,  LLC  is  another  investor.  As  the  Committee  knows  from 
earlier  GAO  reports,  this  type  of  mixed  joint  venture  m  not  uncommon  among  specialty 
hospitals. 

USMD  opened  in  2003  We  have  1 8  inpatient  beds  and  are  in  the  process  of  expanding 
our  space  and  our  services.  W^en  completed  as  planned,  USMD  will  have  capacity  for 
80  beds,  and  ICU  and  be  able  to  provide  obstetncs,  coronary  care,  oncology  and  neonatal 
intensive  care  in  addition  to  the  multiple  surgical  and  medical  services  now  offered.  The 
hospital  is  located  m  an  area  of  rapid  population  growth  and  demand  for  our  services  is 
growing  exponentially  Other  hospitals  are  experiencing  similar  demand. 

Our  current  inpatient  capacity  is  similar  to  that  of  most  ASHA  members,  except  for 
cardiac  hospitals  that  are  usually  much  larger.  The  surgical  specialties  that  use  USMD 
and  similar  facilities  have  seen  the  site  for  their  surgery  move  rapidly  from  inpatient 
ser\'ice  to  outpatient  setting.  There  is  simply  less  mpatient  surgery  being  performed  in 
urology,  orthopedics,  general  surgery,  and  ENT,  to  name  a  few,  at  all  hospitals.  This 
shift  is  not  limited  to  surgery  Many  diseases,  such  as  pneumonia,  that  used  to  call  for 
routine  inpatient  admission,  are  bemg  managed  by  physicians  on  an  outpatient  basis, 
often  in  the  patient's  own  home. 

As  a  result  of  these  changes,  many  general  hospitals  have  downsized  then*  inpatient 
service,  converting  the  space  to  other  use.  Many  new  hospitals  are  designed  with  far 
fewer  mpatient  beds  than  would  have  been  the  case  twenty  five  years  ago.  Much  of  this 
shift  has  been  dnven  by  payment  policies  of  Medicare  and  other  health  plans. 
Improvements  m  anesthesia,  surgical  techmque  and  equipment  and  drug  therapies  have 
played  a  significant  role  m  altenng  the  face  of  hospital  medicme  today 
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As  required  by  Texas  law,  USMD  has  an  emergency  department.  Last  year  30,000 
people  were  seen  in  the  USMD  emergency  facility  Our  expansion  of  the  physical  plant 
IS  also  driven  by  our  need  to  support  the  mcreased  ER  activity 

Mr.  Chairman,  your  letter  of  May  2,  2006,  asked  that  ASHA  provide  information  on  the 
following  topics: 

•  Background  information  on  the  benefits  of  physician-owned  specialty  hospitals, 

•  Information  on  the  types  of  mvestment  practices  physician-owned  specialty 
hospitals  utilize  to  recruit  ^d  retam  physician  mvestors, 

•  Information  regarding  accreditation  and  other  efforts  to  mamtain  a  standard  for 
patient  safety  and  quality  of  care  for  patients  receiving  care  at  physician-owned 
specialty  hospitals, 

•  Background  regarding  the  different  types  of  jomt-venture  arrangements  that 
commumty  hospitals  are  entermg  mto  with  specialty  hospitals. 

I  will  address  each  issue  m  turn,  but  would  like  to  first  comment  on  two  topics  of  very 
current  mterest.  The  first  is  the  intenm  report  on  specialty  hospitals  that  was  released  on 
May  9  by  the  Centers  for  Medicare  and  Medicaid  Services  (CMS).  The  second  is  the 
unfortunate  death  of  Helen  Wilson,  following  surgery  at  Physicians  Hospital  m  Portland, 
Oregon. 

CMS  Interim  Report 

The  CMS  interim  report,  required  by  the  Deficit  Reduction  Act,  has  two  mam  parts.  It 
addresses  issues  that  CMS  Admimstrator  Mark  McClellan  raised  m  testimony  before  the 
House  Energy  and  Commerce  Committee  m  May  2005  when  CMS  filed  its  first  report  on 
specialty  hospitals,  mandated  by  the  Medicare  Modermzation  Act.  ASHA  members  have 
cooperated  fiilly  with  CMS  m  both  the  MMA  and  DRA  reports. 

The  CMS  mtenm  report  also  updates  Congress  on  specific  steps  underway  to  meet  the 
requirements  for  a  strategic  plan  for  specialty  hospitals.  The  final  report  is  expected  m 
August. 

Congress  had  also  received  a  2005  report  firom  the  Medicare  Payment  Advisory 
Commission  (MedPAC)  analyzmg  other  issues  m  the  specialty  hospital  debate.  MedPAC 
recently  looked  at  those  questions  agam  usmg  a  much  larger  Medicare  database.  It 
confirmed  the  ongmal  findings  and  shed  additional  light  on  some  items,  such  as 
comparative  costs,  that  could  not  be  resolved  m  the  ongmal  report  because  of  sample 
size.  Based  on  the  more  recent  findings,  MedPAC  decided  not  to  make  any  new 
recommendations  regarding  specialty  hospitals.  Importantly,  their  most  recent  work 
confirms  that  the  presence  of  physician  owned  specialty  hospitals  m  a  commumty  does 
not  affect  the  overall  profitability  of  the  general  hospitals.  Nor  do  they  lead  to  mcreased 
utilization  of  services  that  would  be  above  the  level  that  would  be  consistent  with 
population  growth. 
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As  m  the  case  with  the  CMS  analyses,  our  members  have  fully  cooperated  with  MedPAC 
staff,  providing  opportumties  for  site  visits  and  responding  to  data  requests  from  the 
Commission.  In  fact,  in  every  one  of  the  many  government  reports  on  specialty  hospitals 
conducted  since  2003,  we  have  made  every  effort  to  work  with  the  responsible  agencies 
when  they  have  asked  for  our  assistance.  Our  members  have  nothing  to  hide  from  the 
government,  or  anyone  else,  and  have  consistently  offered  full  disclosure  of  data  needed 
by  investigators  and  analysts. 

It  is  m  that  spint  of  openness  that  ASHA  is  supportmg  the  efforts  of  Congress  and  the 
Administration  to  achieve  greater  transparency  in  quality  and  pnce  information  available 
to  patients.  We  know  that  there  are  circumstances,  like  emergency  trauma,  when  pnce 
and  quality  comparisons  are  not  possible.  However,  when  patients  are  considenng 
elective  surgical  and  medical  procedures,  this  information  can  have  great  value  to 
consumers  and  help  them  receive  better  medical  care. 

As  the  Committee  may  recall,  the  2005  CMS  report  found  that,  based  on  an  analysis  of 
claims  data,  cardiac  specialty  hospitals  delivered  high  quality  care  that  was  as  good  as  or 
better  than  their  competitor  hospitals.  A  similar  assessment  could  not  be  made  for 
orthopedic  and  surgical  hospitals  because  of  data  limitations;  however,  the  expenence  of 
ASHA  members  specializmg  m  a  variety  of  surgical  disciplines,  as  measured  by 
independent  reviewers  such  as  HealthGrades,  is  comparable  to  that  found  by  CMS  for 
cardiac  facilities.  Attached  to  our  testimony  are  charts  from  the  CMS  report  documenting 
the  quality  of  care  that  was  found. 

CMS  made  four  recommendations  as  a  result  of  that  report.  First,  m  agreement  with 
MedPAC,  It  recommended  reform  of  payment  rates  for  inpatient  hospital  services. 
Second,  CMS  called  for  changes  in  the  reimbursement  for  services  provided  in 
ambulatory  surgical  centers.  Third,  CMS  planned  to  review  if  specialty  hospitals  met  the 
Medicare  definition  of  hospital.  Finally,  CMS  planned  to  review  the  procedures  it  used 
to  approve  hospitals  for  participation  in  Medicare.  CMS  also  aimounced  that  it  would 
consider  how  provisions  of  EMTALA  should  apply  to  specialty  hospitals. 

ASHA  had  supported  the  MedPAC  recommendation  to  make  changes  to  hospital 
payments  to  better  recognize  seventy  of  illness,  and  subsequently  endorsed  Medicare's 
first  changes  to  cardiovascular  DRGs.  In  the  recently  released  proposed  rule  on  the 
hospital  inpatient  prospective  system,  CMS  lays  out  a  much  broader  set  of  changes  that 
would  expand  this  notion  to  all  DRGs  m  all  hospitals.  ASHA  is  reviewing  the  proposed 
rule  to  determme  how  it  will  affect  our  members  and  may  offer  comments  on  techmcal 
issues  in  the  proposal.  However,  our  pnmary  goal  is  to  assure  that  the  changes  apply 
equally  to  all  hospitals,  providing  a  level  playing  field  for  all.  If  the  final  rule  meets  that 
standard,  then  ASHA  will  continue  to  support  the  DRG  reforms,  even  though  CMS 
suggests  m  its  impact  analysis  that  specialized  hospitals  could  see  significant  reductions 
m  Medicare  revenue. 

ASHA  likewise  supports  the  CMS  effort  to  make  changes  m  the  ASC  payment  system, 
which  has  not  been  updated  m  any  sigmficant  way  for  more  than  20  years.  This  step 
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woiild  help  align  payments  across  sites  of  service  and  address  anomalies  in  rates  that 
have  developed  over  the  last  20  years. 

Regarding  the  definition  of  what  is  a  "hospital"  for  Medicare  purposes,  the  program  has 
wisely  remained  flexible  m  its  interpretation  of  the  law,  recognizing  that  medical  care  has 
evolved  greatly  since  1965  Evaluations  have  been  made  on  a  case  by  case  basis  as 
hospitals  have  applied  for  Medicare  numbers  or  under  other  circumstances  that  prompted 
a  review  ASHA  members  are  licensed  by  their  states  as  acute  care  hospitals  as  are 
general  hospitals.  It  is  rare  lhat  a  state  provides  a  different  kmd  of  license  to  a  specialty 
hospital. 

ASHA  is  gratified  that  CMS  has  decided  to  retain  this  flexibility  and  the  current 
enrollment  process,  which  has  served  the  program  well  since  its  mception.  Hospital 
services  will  contmue  to  evolve  and  it  is  important  that  Medicare  not  be  locked  mto  a 
ngid  defimtion  of  "hospital"  that  would  preclude  innovation. 

The  EMTALA  Techmcal  Advisory  Group  (TAG)  carefiilly  studied  the  relationship 
between  physician  owned  specialty  hospitals  and  EMTALA  requirements  at  its  October 
2005  meeting.  EMTALA  is  a  broad  law  and  covers  all  hospitals  m  one  way  or  another. 
Our  members  are  no  different  and  their  operating  policies  make  clear  the  specific 
obligations  each  facility  has  under  the  law  The  TAG  considered  and  rejected  a  proposal 
that  all  hospitals  be  required  to  have  an  emergency  department.  As  the  Committee 
knows,  a  number  of  states  do  not  reqmre  that  licensed  hospitals  have  an  emergency 
department.  All  of  the  major  hospital  associations  opposed  the  recommendation  and 
CMS  has  concurred  with  the  action  of  the  TAG.  ASHA  agrees  with  this  decision, 
believmg  that  the  states  are  m  the  best  position  to  determine  the  emergency  care  mods  m 
their  jurisdiction. 

CMS  has,  m  its  proposed  rule  on  hospital  payment,  clanfied  the  obligations  of  hospitals 
with  specialized  capabilities  to  accept  transfers  consistent  with  the  services  provided  at 
the  faciHty   We  support  this  clarification  m  policy,  consistent  with  our  belief  that  federal 
laws  and  regulations  should  be  fairly  applied  to  all. 

The  balance  of  the  mtenm  report  deals  \Mth  CMS'  efforts  to  examine  physician 
investments  and  return  on  those  mvestments,  as  well  as  levels  of  Medicaid  and  chanty 
care  provided. 

Federal  law  places  numerous  requirements  on  the  ways  physicians  can  mvest  m  hospitals 
and  other  health  facilities.  These  laws  also  address  returns  on  investment.  Our  members 
make  ever}'  effort  to  comply  fully  with  these  requirements,  relymg  on  expert  legal 
counsel  as  the  mvestment  is  first  orgamzed.  ASHA  hospitals  also  mamtam  mtemal 
compliance  programs  to  ensure  that  these  financial  arrangements  with  physician  investors 
remain  consistent  v^ith  state  and  federal  law  ASHA  recently  provided  each  member  with 
information  about  these  requirements  as  a  remmder  of  the  great  importance  of 
mamtaimng  full  compliance.  That  document  is  attached  also. 
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ASHA  members  are  working  with  CMS  on  the  collection  of  data  needed  to  complete  the 
DRA  strategic  plan.  Notwithstanding  allegations  by  critics  of  specialty  hospitals,  we  are 
confident  that  CMS  will  find  that  our  members  are  making  every  effort  to  stay  within  the 
boundanes  of  federal  law 

The  complexities  of  these  laws,  and  the  difficulties  with  compliance,  are  amply 
demonstrated  by  the  fact  that  more  than  mnety  general  hospitals  have  entered  into 
corporate  mtegnty  agreements  or  entered  into  settlement  agreements  with  integrity 
provisions  witii  the  HHS  Office  of  Inspector  General.  None  of  these  facilities  are,  to  the 
best  of  our  knowledge,  physician  owned  specialty  hospitals. 

Two  of  the  largest  for  profit  systems,  HCA  and  Tenet,  also  have  reached  such 
agreements.  In  fact.  Medicare  is  currently  moving  to  disenroll  a  Tenet  hospital  in  San 
Diego,  another  m  a  senes  of  federal  actions  affectmg  the  company 

HCA's  own  history  with  the  enforcement  of  federal  law  is  well  known  to  this  Committee. 
Given  their  history,  we  find  their  aggressive  stance  m  opposition  to  physician  owned 
specialty  hospitals  somewhat  hypocntical.  Not  only  was  the  company  founded  by 
physicians  who  purchased  a  hospital  in  Nashville,  it  contmues  to  have  multiple  joint 
ventures  with  physicians.  HCA,  with  annual  earmngs  of  over  $1  4  billion,  owns  almost 
100  ambulatory  surgery  centers,  many  m  partnership  with  physicians.  To  us,  this 
company's  attacks  on  physician  ownership  are  simply  inexplicable. 

This  level  of  vigilance  by  the  Inspector  General,  and  the  current  political  focus  on 
physician  ownership,  force  our  members  to  be  as  conscientious  as  possible  in  maintaming 
compliance  with  all  relevant  state  and  federal  laws  that  govern  these  busmess 
arrangements. 

We  will  continue  to  work  closely  and  cooperatively  with  CMS  as  it  completes  the 
strategic  plan  and  look  forward  to  seeing  their  final  report  and  recommendations. 

Physicians  Hospital,  Portland,  Oregon 

The  death  last  summer  of  Helen  Wilson  following  surgery  at  Physicians  Hospital  in 
Portland,  Oregon,  is  a  tragedy  to  her  family  and  fiiends.  Indeed,  any  unanticipated  death 
m  a  hospital  is  tragic.  Unfortunately,  such  deaths  occur  m  every  hospital,  despite  efforts 
by  physicians  and  hospitals  to  prevent  them. 

Neither  ASHA  nor  this  Committee  is  m  a  position  to  judge  the  actions  of  Physicians 
Hospital,  the  doctors  or  the  staff  that  were  involved  m  this  case.  Oregon  state  authorities, 
CMS  and  perhaps  a  court  of  law  will  be  the  ultimate  determiners  of  responsibility  and 
will  take  whatever  steps  are  appropriate  and  necessary 

However,  because  her  death  has  become  so  highly  politicized,  we  do  feel  compelled  to 
make  some  observations  that  will  give  Congress  more  context  m  which  to  evaluate  this 
situation. 
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First,  this  Committee  and  others  have  made  much  of  the  fact  that  a  physician  was  not 
physically  present  at  the  hospital  at  all  times.  However,  Medicare  does  not  require  that 
Its  hospitals  provide  such  coverage,  mandating  only  that  physicians  be  available  on  call. 
The  state  of  Oregon,  like  the  states  of  Iowa  and  Montana,  follows  the  same  rule. 

As  noted,  unanticipated  and/or  preventable  death  is  all  too  common  an  occurrence  m  our 
nation's  hospitals.  In  April  2006,  HealthGrades  released  its  third  "Patient  Safety  in 
Amencan  Hospitals"  report.  This  is  the  largest  annual  study  of  its  kmd.  The  statistics  are 
sobering.  According  to  their  report,  if  "all  hospitals  performed  at  the  level  of  the  top  15 
percent,  280,134  fewer  patient  incidents  and  44,153  fewer  deaths  among  Medicare 
patients  would  have  occurred,  saving  $2,45  billion  dunng  the  years  2002  through  2004." 
The  HealthGrades  eighth  annual  "Hospital  Quality  in  Amenca"  study  released  last 
October  reached  similar  conclusions. 

These  facts  in  no  way  dimmish  the  loss  to  Mrs.  Wilson's  family  and  friends,  but  should 
serve  as  a  wakeup  call  to  Congress,  the  Admimstration  and  all  of  us  who  serve  patients 
that  much  more  is  needed  beyond  the  steps  already  taken  or  recommended  to  improve 
quality  Simply  adopting  the  average  nurse  to  patient  ratios  found  m  specialty  hospitals 
(one  nurse  for  every  three  and  one  half  patients)  in  all  commumty  hospitals  could 
sigmficantly  reduce  errors  and  improve  care.  But  community  hospitals  m  Califorma 
fought  imposition  of  a  much  weaker  standard,  claiming  it  was  too  expensive  to 
implement.  Could  it  be  that  many  of  the  nation's  hospitals  are  unwilling  to  mvest  the 
time  and  money  it  takes  to  improve  quality*?  Are  they  puttmg  profits  before  patents'? 

Benefits  of  Physician  Owned  Specialty  Hospitals 

Before  reviewmg  the  benefits  of  these  hospitals,  it  is  important  to  understand  why  they 
are  built  in  the  first  place.  Since  these  are  major  undertakings,  mvolvmg  substantial 
financial  risk  to  physicians  and  other  partners,  it  is  not  a  decision  to  be  entered  into 
Ughtly  Typically,  the  decision  is  dnven  by  the  behavior  of  general  hospital  management 
that  has  refiised  to  listen  to  the  concerns  of  surgeons  about  quality  of  care,  scheduling, 
equipment  and  the  like.  In  some  cases,  like  m  Sioux  Falls,  SD,  hospital  management 
made  decisions  that  physicians  would  not  accept.  A  few  years  ago,  the  new  admmistrator 
of  Sioux  Valley  Hospital  decided  that  all  physicians  had  to  be  employees  of  the  hospital. 
The  cardiovascular  team  was  unwilling  to  accept  that  demand  and  created  a  heart  hospital 
m  partnership  with  the  other  general  hospital  m  town.  A  similar  situation  occurred  m 
Green  Bay,  Wisconsin,  and  many  of  the  medical  staff  left  to  organize  a  physician  owned 
general  hospital.  In  both  cases,  the  physicians'  decision  was  provoked  by  management 
mtransigence. 

In  Modesto,  Califorma,  the  Stamslaus  Surgical  Hospital  was  built  after  surgeons  spent  ten 
years  trying  to  get  other  local  hospitals  to  address  their  concerns.  Incidentally,  those 
physicians  maintain  their  privileges  at  the  other  general  hospitals  in  the  area,  a  common 
practice  among  physicians  who  mvest  m  specialty  hospitals.  In  fact,  the  only  physicians 
I  know  who  do  not  maintain  pnvileges  at  another  facility  are  those  who  have  been  demed 
them  because  they  invested  m  a  "competing"  entity  This  "economic  credentialing"  is 
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another  example  of  general  hospitals  putting  "profits  before  patients."  Not  long  ago, 
Aberdeen,  South  Dakota,  lost  a  promising  young  orthopedic  surgeon  due  to  economic 
credential ing.  ASHA  wonders  how  general  not  for  profit  hospitals  defend  that  result?  Is 
it  part  of  their  much  vaunted  service  to  the  community'? 

Another  driving  force  is  the  increased  speciaUzation  of  medical  care.  Specialized 
physicians  require  specialized  facilities,  equipment,  infrastructure  and,  most  importantly, 
specialized  staff.  Frustration  with  the  unwillingness  of  some  general  hospitals  to  meet 
these  needs,  so  essential  to  good  quality  medical  care  today,  also  motivates  physicians  to 
find  a  better  way 

For  the  elective  surgical  patient,  the  advantage  of  a  physician  owned  specialty  hospital  is 
high  quality  care.  For  example,  the  mfection  rate  m  ASHA  member  hospitals  is 
substantially  below  the  rate  in  general  hospitals.  The  2005  CMS  report  to  Congress 
previously  established  the  fact  that  specialty  hospitals  provide  high  quality  care  and, 
recent  studies  in  Pennsylvama  have  shown  how  an  infection  slows  recovery  and 
significantly  increases  medical  costs.  It  raises  an  important  question — given  a  choice, 
why  would  any  surgeon  admit  an  elective  surgical  patient  to  a  hospital  where  the  nsk  of 
infection  is  substantially  higher  than  an  alternative  site*? 

Patients  benefit  from  climcal  staff  that  is  expert  m  the  areas  m  which  they  work.  By 
specializing  m  surgical  care,  they  have  increased  competence  in  patient  management.  As 
already  noted,  our  average  nurse  to  patient  ratio  is  1 .3.5  This  is  far  better  than  the  1 :6 
mandated  by  the  state  of  California.  Published  research  clearly  demonstrates  that 
hospital  quahty  is  closing  linked  to  the  level  of  nurse  staffing. 

Our  hospitals  also  try  to  focus  on  the  needs  of  the  patient  and  family  For  example,  most 
of  our  rooms  are  single  rooms  that  protect  the  patient's  pnvacy,  with  comfortable 
facilities  for  family  members  to  stay  overnight  m  the  room  if  they  want  to.  We  make  an 
effort  to  provide  food  that  is  not  only  edible,  but  also  truly  palatable.  I  would  pomt  out 
that  we  achieve  these  results  with  payments  that  are  no  greater,  and  often  less  than,  those 
received  by  general  hospitals. 

Physicians  want  the  best  care  for  theu-  patients  that  can  be  provided.  Our  hospitals  make 
every  effort  to  meet  that  need.  According  to  the  2005  CMS  report,  we  have  been 
successful.  That  report  demonstrated  very  high  patient  satisfaction  levels  and  a  superior 
level  of  medical  quality  compared  to  general  hospitals.  After  all,  our  names  are  on  the 
door,  and  we  have  every  motivation  to  provide  the  best  care  we  can  to  our  patients. 

If  you  believe  that  hospital  quality  is  not  an  issue,  then  why  is  CMS  workmg  so  hard  to 
improve  it  through  reporting  of  quality  measures?  Why  did  60  physicians  in  New  York 
announce  they  would  no  longer  use  Catskill  Regional  Medical  Center  because  of  their 
concems  over  poor  patient  safety  standards'?  Why  are  physicians  bemg  urged  to  report 
quality  measures'? 
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Surgeons  also  want  control  over  their  schedules  so  that  there  is  predictability  for  them 
and  for  their  patients.  In  far  too  many  general  hospitals,  elective  sm-gery  cases  are 
bumped  time  and  time  agam,  with  the  result  that  the  surgeon  is  not  able  to  do  the  case 
until  much  later  m  the  day  That  wastes  the  surgeon's  time  and  also  means  that  the 
patient  has  been  waiting  for  hours,  without  food  and  water,  to  their  great  unhappmess. 
While  some  general  hospitals  manage  to  address  this  scheduling  problem,  too  many 
others  refuse  to  try  Perhaps  this  would  cost  the  hospital  more  money,  which  they  would 
rather  put  into  executive  salaries.  Is  this  another  example  of  general  hospitals  puttmg 
profits  before  patients'? 

As  a  physician,  1  understand  that  emergencies  will  bump  elective  procedures.  However, 
why  should  my  patient  suffer  if  there  is  another  facility  well  equipped  to  provide  the  care 
needed  m  an  orderly  manner'?  If  hospital  management  does  not  want  to  accommodate  the 
needs  of  its  elective  surgical  patients,  then  they  should  not  complam  if  I,  and  other 
surgeons,  make  better  arrangement  for  them. 

These  qualities  are  attractive  to  physicians  who  are  not  mvestors.  As  I  noted,  more  than 
200  physicians  practice  at  USMD  In  a  2004  ASHA  survey,  we  found  that  the  average 
member  hospital  had  30  investors,  but  that  more  than  90  physicians  had  privileges.  The 
use  of  these  facilities  by  non  investors  h^  been  corroborated  by  studies  conducted  by  the 
Government  Accountability  Office  (GAO).  Clearly  this  is  a  model  that  works  well. 

The  other  great  advantage  of  physician  owned  hospitals  is  the  high  level  of  satisfaction 
for  the  staff  who  work  there.  Nurses  get  to  practice  nursing,  not  pencil  pushing.  It  has 
often  been  said  that  there  is  no  shortage  of  nurses,  simply  a  shortage  of  jobs  that  they 
want.  ASHA  member  hospitals  make  every  effort  to  create  a  climate  that  recognizes  the 
value  of  ntirsmg  personnel.  Other  climcal  staff  develop  specialized  expertise  and  we  also 
make  a  pomt  to  value  theu:  contributions.  At  USMD  every  effort  is  made  to  focus  on  the 
needs  of  patients,  physicians  and  the  staff.  This  is  the  case  at  other  surgical  hospitals  as 
well. 

In  sum,  the  benefits  of  physician  owned  hospitals  are  high  quality  care  for  patients, 
efficiency  for  surgeons  and  high  staff  satisfaction,  which  m  turn  contributes  to  the  high 
quality  of  care  provided. 

Investment  Practices 

Physician  mvestment  m  hospitals  is  governed  by  complex  federal  and  state  laws.  We 
make  every  effort  to  assure  that  our  financial  relations  with  our  physician  partners  meet 
the  requirements  of  these  laws.  Our  hospital,  like  all  others,  operates  an  mtemal 
compliance  program  to  make  sure  that  mvestments  and  distributions  meet  all  legal 
standards. 

Your  letter,  Mr.  Chairman,  asks  us  to  "Provide  information  regarding  the  types  of 
mvestment  practices  physician-owned  specialty  hospitals  utilize  to  recruit  and  retam 
physician  investors."  However,  I  believe  this  reflects  an  inherent  misimderstanding  of 
the  reason  for  physician  investment  m  the  first  place.  Remember  that  these  hospitals 
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anse  out  of  unresolved  conflict  between  general  hospitals  and  their  medical  staff.  If  the 
physicians  make  the  decision  to  build  a  hospital,  they  need  to  put  their  own  money  at  risk 
before  a  bank  or  other  financial  partner  will  become  involved.  Since  there  is  no 
guarantee  that  a  physician  owned  hospital  will  succeed,  these  doctors  take  a  substantial 
financial  risk.  That  nsk  can  be  diluted  by  mcreasmg  the  number  of  partners,  and,  m  fact, 
GAO  found  that  the  average  physician  mvestor  had  a  very  small  ownership  percentage. 

If  and  when  the  hospital  becomes  profitable  enough  to  make  distributions  to  the 
investors,  these  distributions  are  stnctly  m  proportion  to  their  share  of  investment. 
Anything  else  would  be  illegal. 

If  USMD  wanted  to  recruit  a  new  surgeon  as  an  investor,  perhaps  to  replace  a  physician 
who  is  retiring  or  to  expand  the  services  that  could  be  offered  to  patients,  the  physician 
would  be  offered  shares  m  the  hospital  corporation.  That  doctor  would  have  to  assume 
nsk  for  that  money,  as  well  as  sharing  m  the  liability  for  any  borrowing  that  the  hospital 
might  do  in  the  future.  These  transactions  are  arms  length  and  based  on  fair  market 
value.  Physicians  and  hospitals  that  do  not  adhere  to  these  standards  do  so  at  great  nsk. 

Some  specialty  hospitals  have  prospered  and  the  investors  have  received  generous 
distributions,  according  to  their  share  of  investment.  Many  others  have  not  reached  that 
level  and  the  distributions  have  either  not  been  made  or  are  very  limited.  The  fact  that 
most  physicians  have  a  small  level  of  investment  in  the  facility  is  also  a  limiting  factor  m 
terms  of  the  size  of  the  distribution  any  one  investor  might  receive. 

In  some  cases,  a  hospital  seeks  a  new  partner,  like  a  general  hospital  or  a  corporate 
investor.  Under  those  circumstances,  existing  shareholders  may  receive  additional 
distributions  based  on  the  amount  of  third  party  mvestment  and  the  share  held  by  the 
physician.  A  good  example  is  taking  place  m  Iowa  right  now  Mercy  Medical  Center  m 
Sioux  City  is  a  partner  with  43  physicians  in  the  Siouxland  Surgery  Center  m  Dakota 
Dunes,  SD  Mercy  has  decided  to  increase  its  share  m  the  surgical  hospital  from  6%  to 
40%.  Incidentally,  the  Dakota  Dunes  facility  treats  many  Iowa  residents  and  a  number  of 
physicians  and  staff  who  work  there  also  live  m  Iowa. 

I  don't  know  if  any  of  the  physician  investors  will  benefit  fmancially  from  this 
transaction.  However,  it  will  certainly  help  support  physician  recruitment  to  the  Sioux 
City  area,  mamtam  the  existmg  coverage  of  Mercy's  emergency  room  and  enhance  the 
services  at  the  80  rural  outreach  climes  m  the  tn-state  area  served  by  the  specialty 
hospital. 

It  is  also  important  to  remember  that  the  majonty  of  physicians  usmg  specialty  hospitals 
are  not  investors.  They  practice  at  these  facilities  for  reasons  quite  mdependent  of  the 
possibility  of  any  distribution. 

Physicians  mvest  m  these  hospitals  to  achieve  goals  that  cannot  be  achieved  elsewhere — 
better  quality  of  care  for  their  patients,  efficiency  for  the  surgeons  and  high  quality  staff 
and  equipment. 
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Maintaining  Oaalitv  of  Care 

ASHA  member  hospitals  take  many  steps  to  mamtam  the  quality  of  care  that  is  provided 
m  their  facilities.  All  of  them  are  Medicare  certified,  meeting  the  conditions  of 
participation  reqmred  by  the  federal  government.  Our  members  are  licensed  as  general 
acute  care  hospitals,  and  as  such  must  meet  all  state  requirements  relating  to  quality  and 
patient  safety  In  addition,  many  of  our  hospitals,  like  USMD,  are  certified  by  JCAHO 

Each  physician  owned  hospital,  in  common  with  general  hospitals,  is  required  to  have 
numerous  internal  processes  to  mamtam  quality  and  address  problems  should  they  anse. 
Attached  to  this  statement  is  the  Sioux  Fall  Surgical  Center  2006  contmuous  quality 
management/risk  management  strategic  plan  which  covers  all  facets  of  the  hospital's 
operations,  down  to  assurmg  that  the  temperature  of  food  delivered  to  patients  meets  state 
requirements.  National  Surgical  Hospitals,  Inc.  is  a  corporate  partner  with  physicians  m 
ten  hospitals  and  has  an  extensive  program  for  contmuous  quality  improvement  m  every 
facility  Details  on  their  efforts  can  be  provided  to  the  Committee  if  the  Members  wish  to 
have  a  better  understanding  of  this  well  designed  program. 

Specialty  hospitals  that  partner  with  general  hospitals  typically  adopt  the  standards  used 
by  the  general  hospital  that  are  relevant  to  the  specialized  services  being  provided. 

Physicians  who  partner  with  corporate  developers,  like  National  Surgical  Hospitals, 
operate  within  a  rigorous  framework  of  continuous  quality  improvement.  In  fact, 
hospitals  under  the  National  Surgical  Hospitals  flag  make  every  effort  to  establish 
standards  that  exceed  accepted  industry  reqmrements.  They  emphasize  communications 
at  all  levels  withm  the  hospital,  through  formal  and  informal  processes. 

Each  specialty  hospital  has  a  comprehensive  quality  program,  which  involves  the 
govemmg  body,  medical  staff,  climcal  and  non-clinical  staff  and  patients.  Each  program 
is  based  on  a  written  plan,  which  defines  planned  operations  to  assure  the  safe  and 
effective  delivery  of  patient  care.  These  processes  are  constantly  monitored  and  mclude 
state  and  federal  regulatory  requirements  as  well  as  the  hospital's  own  standards  of  care. 
Responsibility  for  mamtenance  of  quality  starts  with  the  hospital's  board  of  directors  and 
includes  medical  staff  and  other  climcal  and  non  clinical  personnel  Regular  surveys  of 
patient  satisfaction  are  also  used  to  identify  areas  for  improvement 

In  many  respects  these  are  the  same  steps  that  general  hospitals  follow  However,  we 
believe  that  physician  ownership  dnves  our  hospitals  to  stnve  for  even  higher  levels.  It  is 
like  the  difference  between  rentmg  a  house  and  ownmg  it.  An  owner  will  pay  much 
closer  attention  to  details  and  outcomes  than  a  mere  tenant.  Physician  ownership  bnngs 
active  mvolvement  by  the  doctors  in  all  facets  of  the  hospital's  operations.  This 
strengthens  every  aspect  of  our  quaUty  control  efforts. 
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Joint  Ventnres  with  Community  Hospitals 

'  Despite  the  vitnol  directed  at  specialty  hospitals  by  competitors  and  other  hospital  trade 

j  groups,  joint  ventures  between  physician  owned  specialty  hospitals  and  community 

,  hospitals  are  common.  In  its  first  report  on  specialty  hospitals  m  2003,  GAO  noted  that 

i  approximately  one  third  of  identified  specialty  hospitals  had  a  general  hospital  partner. 

!  Our  own  membership  surveys  confirm  that  finding. 

I  These  joint  ventures  are  guided  by  the  same  federal  and  state  laws  that  govern  any 

I  physician  investment  in  a  health  facility  Great  care  is  taken  by  all  parties  to  ensure  that 

I  the  transactions,  no  matter  how  complex,  are  consistent  with  all  legal  requirements. 

I  The  nature  of  these  ventures  can  vary  widely,  depending  on  commumty,  hospital  and 
I  physician  need.  The  previously  mentioned  jomt  venture  between  Mercy  and  Siouxland 
Surgery  Center  mvolves  a  shanng  of  services,  equipment  and  medical  personnel, 
designed  to  strengthen  both  facilities  and  provide  patients  with  choice  of  the  site  of  care. 

In  some  cases,  general  hospitals  will  partner  with  a  specialty  hospital  to  turn  over  entire 
service  areas  to  the  specialized  facility  This  is  particularly  true  m  cardiovascular  care. 
I   Through  specialization  a  new  level  of  quality  can  be  attained,  while  fi-eeing  up  inpatient 
I   rooms  and  operatmg  suites  m  the  general  hospital  that  can  be  put  to  use  for  other  needed 
I   medical  and  surgical  services. 

'   Some  of  these  ventures  mvolve  the  general  hospital,  physicians  and  a  corporate 
developer.  Baylor  Hospital,  working  with  its  physicians  and  Umted  Surgical  Partners 
Intemational,  has  been  a  leader  m  this  area. 

The  important  pomt  about  the  trend  to  establishing  these  ventures  is  that  they  signal  the 
recogmtion  of  hospital  managers  that  there  is  a  better  way  to  align  hospital,  physician  and 
staff  incentives  to  improve  the  services  provided  to  patients. 

ASHA  considers  these  arrangements  far  supenor  to  general  hospitals  employing 
physicians  or  buying  practices  and  then  restncting  their  referrals  to  the  closed  shop  of  the 
hospital  and  its  staff,  regardless  of  quality  Unfortunately  this  trend  is  all  too  common 
and  ASHA  believes  that  the  arrangements  serve  no  purpose  except  to  allow  hospitals  to 
control  their  service  area  and  maximize  earmngs.  TTiis  is  another  example  of  general 
hospitals  putting  profits  before  patients. 

Conclusion 

The  federal  government  has  conducted  numerous  studies  of  physician  owned  specialized 
hospitals.  Some  have  been  mandated  by  law,  while  others  stem  fi-om  requests  by  this 
committee  and  others  with  jurisdiction.  The  net  result  is  that  no  evidence  has  been 
adduced  that  ASHA  members  are  harmmg  general  hospitals  financially  There  is  no 
evidence  of  overutilization  of  services.  Physician  ownership  does  not  lead  to  improper 
referrals  or  unnecessary  medical  services.  It  has  been  firmly  established  that  our 
members  provide  high  quality  medical  care,  equal  or  supenor  to  the  best  that  general 
hospitals  have  to  offer.  It  has  been  shown  that  our  physicians  do  not  abandon  the 
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commimity  but  continue  to  maintain  privileges  at  local  general  hospitals.  Our  model  is 
popular  with  other  physicians  who  have  no  financial  stake  m  the  facility  These  studies 
have  rebutted  virtually  every  allegation  that  opponents  of  specialty  hospitals  have  made 
over  the  last  five  years. 

The  Amencan  Surgical  Hospital  Association  urges  the  Senate  Finance  Committee  to 
recognize  the  reality  about  physician  ownership,  not  the  hype  from  opponents  afraid  of 
innovation  and  competition,  and  lay  this  issue  to  rest. 

I  would  be  pleased  to  respond  to  any  questions  the  Committee  members  may  have. 
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Study  of  Physician  Physician-owned  Specialty  Hospitals 
Required  in  Section  507(c)(2)  of  the  Medicare  Prescription  Drug, 
Improvement,  and  Modernization  Act  of  2003 

(Charts  Pulled  Directly  from  the  CMS  Study) 


Table  5.1 

Cartliac  Specialty  Hospitals  and  Commuaity  Acutt  Care  Hospital  Competitors: 
AHRQ  Inpatient  Quality  iudtcators  Mortality  Rates  among  Select  Sai'gicai  Procedarxs;* 
For  the  Population  of  All  Spccialtj'  Hospitals  and  Their  Competitors 


 Specialty  Competitor 

AAA  repair 

Nurnherof  deaths 
Population  at  nsk 
Observ  ed  rate 
Expected  rate 

Observed/expected  ratio 


16  101 

206  948 

77.67  106.54 

99.91  141.82 

0.78  ATS 


CABG 

Tm  umber  of  deaths 
Population  at  nsk 
Observed  rate 
E.\pecied  rate 

Observed/expected  ratio 


152  484 

4,036  10.922 

37.66  44.31 

47.87  51.50 

9,79  0.96 


PICA 

Number  of  deaths 
Population  at  nsk 
Observed  i-ate 
Expected  rate 

Observed/expeaed  rado 


93  469 

8.925  24.706 

10.42  18.98 

14.70  19.71 

(L71  0.96 


Carotid  endartcreetomy 

Number  of  deaths 
Population  at  mk 
Obsen  ed  rate 
Expected  rate 

Observed/expected  rado 


4  19 

142  315 

28.17  60.32 

49.05  49.31 

0.57  U2 


•NOTE;  The  daia  for  observed  vmi  expected  raies  sirs      1 .000  dtschargsi. 
SXJftCE:  CV  2003  Mcdiow  IPPS  datms. 

Ohsav^'EjgMtcMl  nafos  kss  idian  I  nidfcate  better  &an  ixoectal  perfonuance  or  few«-  Aan  expecttddealhs. 
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Table  5.2 

Cardiac  Specialty  Hospitals  and  Coniiiwialty  Acute  Care  Ho^itai  Compethoi^: 
AHRQ  iBpafieat  Quail^  Indicators,  Mortality  Rates  aiBong  S«stect  Medical  Adia^oas* 
For  tfee  PopaiatioB  of  AH  Specialty  Hospitals  attd  Tb^ear  Competitors 


  Specialty  Competitor 

Ifi-liospftsi  mortality  rates 

car 

Number  of  deaiits 
Popiiiation  at  nsk 
Observ-ed  rate 

Ofmerved/eyqtected  rado 


95  1,408 

3.0&I  30,859 

31.66  45.63 

7639  76.92 

M  0J9 


AMI,  wfthoot  transfer  cs&es 

Number  of  dealte  197  1.649 

Population  ai  risk  5,094  14.804 

Observed  fiite  63.67  1U.39 

Expected  R?ite  91.78  m,5l 

Observed/expeded  ra^x^  0.69  0.87 


*  NOTE:  Tlie  data  for  observed  and  expected  rabzs     per  1  ,tX)0  discharges. 
SOURCE:  CY  3003  Medicare  IPPS  claiins. 

Ohs&ev&l'E:^cted  ratios  less  than  1  indicate  bet^  than  expected  perfotinaTtce  or  fwer  than  expected  dealte 

The  ovmli  mortality  rates  for  lOpatimL  and  for  inpatioit  plus  30-diiy  also  indicate  dm 
the  quality  ofeare  m  sp^^ialty  hospitals  is  good  {see  Tables  5 J  -  5.5).  Acmss  the  thr^ 
specially  hospital  types,  tor  both  mod«a-atdy  ill  <AFR-DR<3  Minor  or  Moderate)  and  severely  ill 
patients  (APR-DGR  Maj€H-  or  Extreme),  the  percentage  of  f^tients  who  dic^  while  hospitalized 
was  signillcantly  ^es^  for  sp^>mlt>-  hospitals  than  that  for  competitor  hospitals,  for  all  DRG 
grouping  This  trend  holds  true  for  inpatient  plus  3f)-day  mortality  rates.  The  Weja  on  the 
difterence  between  the  means  (average)  indicates  ihst  these  df  fferencta  are  si^ificant  at  die . \% 
i  p  <  O-OOl)  level 
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Table  5J 

Heart  Specialty'  Hospitals  and  Coaunuiiity  Acute  Care  Hospital  Corapetitoi-s: 
0\'crall  Mortality  Stratified  by  Patient  Sev€rit>'  and  by  DRG  Groupnigs  (MDC=5) 
For  the  PopalatioB  of  Afl  Specialty  Hospitals  and  Their  Competitors 


Inpatient  .Vtomiity 


Spcciatry- 


ConpKiUlor 


Inpatitfnt    30  day  Momrin- 


Spcctaifv 


Competi 


die<! 

N 

died 

Died 

N 

died 

dted 

died 

diiKl 

died 

Moderate 

Severity 

Major 

H«irt 

16 

3^26 

0,4«^ 

63 

S,934 

0.71 

J9 

3,326 

1  17* 

147 

8,934 

1.65 

PTC  A,  lite. 

19 

8.046 

0.24* 

70 

22.525 

0.31 

72 

8,046 

90* 

240 

22.525 

1.07 

Other 

50 

6.690 

0.58* 

543 

53,593 

1  01 

12$ 

6,690 

].91* 

!,886 

53.593 

3.52 

Severe 

201 

2,076 

9  68' 

935 

7.810 

11.97 

279 

2,076 

13.44 

i;>45 

7,sta 

15  94 

FTC  A.  Etc. 

1.125 

2.40* 

231 

4.356 

5-30 

66 

1  125 

5.87 

408 

4.356 

9.37 

Other 

157 

1.912 

8.21* 

2244 

20.848 

10.76 

299 

1,912 

15.64 

4,000 

20.848 

19.19 

•  indicatss  the  differences  lietwecn  specialty  and  competitor  hospitals  are  siatisrically  signifrcam  a  a  .1  %  level. 
N'OTE:  Moderate  ScvCTit)  mciudes  APR-DIiG  faolli  seventy  categories  MJaoraiKl  Xlodcrute:  Severe  includes  APR-DRG 
both  seventj'  categories  Major  and  E.\treme 
SOURCE:  CY  2003  Medicare  IPPS  claims. 

Table  5.4 

Orthopedic  Speaalty  Hospitals  and  Community  Acute  Care  Hospital  Competitors:  0\'crall 
MortaHtj'  Rates  Stratified  by  Patient  Socrity  and  DRG  Groupmg  (IMDC^) 
For  the  Population  of  All  Specialty  Hospitals  and  Tbeir  Competitors 


Inpattenl  MertaBly    Inpatient  ^  30  day  Mortality 


Spectalt\'    Competitor  Specialty    Compgtitor 


died 

.\' 

died 

died 

N 

died 

died 

N 

died 

died 

N 

% 

died 

MtxJcrale  Sc\-erity 

.Msior  Ortho 

0 

3.954 

0,00* 

124 

40,192 

0.3! 

5 

3.954 

.13» 

660 

40,192 

1.64 

Minor  Orlho 

0 

1.614 

0.()0« 

6 

13.960 

0.04 

1 

1.654 

.06* 

96 

13,960 

.69 

Medical 

0 

79 

0.00* 

102 

14.583 

0.70 

1 

79 

1.27* 

620 

14.583 

4.25 

Serere  Severity- 

Major  Ortho 

346 

l).5S* 

526 

14.178 

3-71 

4 

346 

1.16' 

1228 

14.178 

866 

Minor  Ortho 

0 

24 

0.00* 

28 

829 

3.38 

0 

24 

SO 

829 

6.03 

iMettical 

0 

1 

0()0 

315 

4.484 

7.03 

0 

f 

.00 

830 

4.484 

1S.51 

*  indicaies  tite  dificrence-i  between  spectalty  ;md  competitor  hospitals  are  stanstically  signifirant  at  a  1%  Ic-e! 
NOTE:  Moderate  Sev^nlv  locludes  APR-DRG  both  severity  caiegones  Miimrairf  Moderate;  Seven:  otcludesJ  APR-DRG 
bo*  sev<3-i(v  categories  M^or  and  Extreme 


SOURCE:  CY  2003  Medicare  IPPS  claifns. 
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Table  $.5 

Surgery  Sp«cifdty  Hospitals  md  Commanit^  AmU  Care  Hos^^ital  Compcfitarsi 
la-HospUal  aod  30  Day  Mortality  reported  hy  patieiif  Mvcrtty  <MDC  "  8, 12, 13) 
For  tbe  Population  of  AH  Specialty  Rospitals  and  Tlicir  Cempetitors 


tattade^  iVlort8rit>-   lapaticat   30  day  MortaBty 


Spgcmlty  Competngr  Spectsitv  Compgttlor 


died 

N 

% 

u 
6k6 

N 

% 
died 

H 

died 

died 

N 

% 
died 

Moderute  Scvsity 

0 

J9l 

2 

0,09 

i 

0.S2* 

22 

2347 

Minor  Swfeiy 

0 

253 

o.oe 

0 

S77 

Q.OO 

0 

m 

1 

S77 

OM 

Sestarc  Scvemv 

0 

58 

0.00* 

18 

694 

a 

n 

40 

S.76 

MinCffSiBBerv 

0 

1 

0.00 

1 

8 

12-50 

0 

1 

0.00 

3 

8 

37„^ 

*  nidics^  th«  diiFfereiiccs  bcfiwsen  spscialfy-  and  eoa^itor  k^spitels  sire  seatijEite^Oy  stgnrficanr  lat  a .  1  %  level. 


NOTE:  ModcRtta  Sev'sritf  imiiudei!  APR-DRO  bo ih  SEe*er%'  catcg<m€.s  Mirtoraitd  Modscate:  Severe  incfades  APR- 
DRO  both  seventy'  estrones  M.jgor  and  Extrenic 

S<XmCE:  CV  2003  Medicare  IPPS  clAtim. 

Camplic^ifm  Barmg  Jffospkdisatimt!  The  (jcaairsnce  of  s^erse  eveiirs  and 
compli'c^ns  during  bospltalizatioo  is  another  important  mp^ct  of  heaMi  s^re  quality.  The 
Agency  for  Heaithcarg  QuaHty  aad  Research's  (AHRQ)  Patient  Safety  Irtdlcators  (PSls)  refill 
the  quality  of  care  inside  Jiospitals  by  focusing  on  f»tentfali>  avotcfeble  complit^om  and 
iatros^mtc  ev^ts.  Th^^  are  not  jmended  to  be  definitive  <5|Dality  measares  m  tha*eare  m^y 
floors  that  liTflneace  perfonrmiice  ott  qimliiy  indicators  -  some  of  whrch  ar«  mdepeodenl  of 
quality  of  care.  However,  hi^  rates  may  indicate  possible  qmlhy  problemj?.  Because  no  **fight 
rates'*  fme  l^en  essablished  for  most  indicators.  AHRQ  suggests  (xmiparmg  rates  among 
providers  that  are,  ideally,  as  simiiar  as  po^tbls  in  case-mix.  soctCMJcortomic  sfetttis  and  other 
demogmpbK^  (i.e.*  '^ptsr  groups").  We  attempted  to  accourn  for  ttee  dHTsretices  by  comparing 
the  ratio  of  tiie  ob3er\f«i  to  the  expected  coinpUcatton  rates,  v^^ich  focuses  on  p«rfomianoe  of 
spectahy  and  csompetitor  hospitals  gtven  their  pMient  mix.  The  tables  below  show  rnily  a  sample 
of  the  PSI  measuf^es  that  were  computed. 

The  PSls  indicate  thgit,  overall,  capdiac  ^ctalty  ami  co)?j^itor  hcspitals  ^ff€  perftotng 
better  Utan  expected  m  terms  of  in-hospital  coaiptications  and  advei^  everts  m  some  PSts  and 
worse  than  expected  m  others  {see  Table  S.6).  Note  the  PSls  where  the  obsoved/expecled  ratios 
effc  less  than  one,  jiidicating  that  the  cardiac  specialty  hospitals  performed  better  than  expected 
^ven  Ae  hospitals'  ca^  mix,  Fw  example,  cardiac  specialty  hospitals  have  louver  than  ejqw«ted 
races  of  infecdons  due  to  medical  care,  post  o?5erafive  hip  fractures,  post  operative  d^  vein 
throrabcjsis  and  post  operMis«e  sepsis.  Both  cardiac  specialty  ami  comj^'tor  hospitals  have 
higher  than  expected  rates  of  iatrogenic  pneumotfeoms.  Competitor  hospitals  havi^  higher  than 
expected  rates  on  ifes^eral  other  PS!s.  A  smiilar  analyjus  of  Patient  Safety  Indicator  v^-as  also 
performed  for  orthopedic  and  surgery  speciahy  tiospitals.  llic  small  naraber  of  discharges 
prevented  us  from  drawing  strong  conclusions  concerning  comprtcatloB  rates  for  these  hospitals. 
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Table  5.6 

Cardiac  Specialty  Hospitals  and  their  ^cofc  Care  Community  Hospital  Competitors: 
Select  AHRQ  Patient  Safety  Iitrftcators 
For  tlie  Popiiliuidn  of  All  Specialty  Hospitals  and  Tbcir  Competitors 


I  Patient  Safety  Indicators  (PSIs) 

ij  St^ciahy  Hospitals     Competitor  Hmpitak 

I 


I    latro^ntc  pncuraothorBX 

'         Number  of  Cases  36  246 

j         Population  at  nsk  24,605  136,056 

ObscrmiRate  1.46  1.81 

Expected  Rate  O.SO  0.76 

Ohsstved/expectext  r<itt0  US  2.38 

Selected  rofectians  due  to  omiicnj  care 

Number  of  Caises  39  539 

Population  at  rtsk  28.562  137,088 

Observed  Itate  1,37  3.91 

Expected  Rate  2.^  2.94 

Ohserred/expected  ntih  0J6  US 

P««rt-op  hip  fractore 

Number  of  Cases  4  33 

Po{Htlation  at  risk  19^49  58.S53 

Observed  Rate  0.20  0.56 

Expected  Rate  0.36  0.41 

Ohsetved/expected  ruffe  G.57  IJ7 

Post-np  pnlntonary  emboHiini  or  DVT 

Number  of  Cases  98  576 

Population  at  ns3c  19,65S  59,058 

CftjssTved  Rate  4.99  9.75 

t-xpected  Rate  9.36  10.49 

Ohsetved/expected  ratio  0.93 

Pdgat-op  sepsis 

Number  of  Cases  22  165 

Population  at  rvidc  3.S48  1 1,79] 

Obi^-edRaie  5.72  13.99 

Expected  Rate                                       «  S.S3  13.62 

Obsavsd/ea;pecteii  ratkf  8.4?  LS3 

Aceidentiti  panctHtv  or  keerstbn 

Namher  of  Cases  174  630 

Population  at  nsk  30.704  155.441 

C&scrved  Rate  5.67  4.05 

Expected  Rate  4.47  3.07 

Obstave^^expectM  rath  L27  L32 


*  mdicaies  the  differences  boween  ^lecial^-  and  «wnp«aor  hosprtafcs  are  statisticalK'  signtficant  ^  a  ,1  %  tevel. 

?vOTE:  Observed  and  Ejqjected  rates     per  1 J300  <sasesL 

SOURCE;  CY  2003  Medicare  IPPS  claims. 

The  corapJc^e  table  is  m  die  appendix  as  Table  A! 
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Table  5  7 

Cardiac  Specialty'  Hfspftab  and  Competilor  4cote  Care  Hospitals: 
R<^dititssfOd  Rates  Stratified  by  Patieai  Scsverfty  and  DRG  Grmipiag 
For  the  Fdputetba  of  AH  Specialty'  Hospitals  and  Tbmr  Compatltors 


 Spedarty  Hospitals   Coiapetltor  Hospitals 

M  %  n  % 

Moderate  Severily 

Heart  tn  3J26  tM  536        nSH  6,0©* 

PITA.  Etc  403  S,<^«  <M  \M0      22.S2S  A,n** 


Severe  S«TOr%- 


505 

UM 

m 

7Mt 

11.91* 

IJ2S 

47? 

10.95* 

317 

IS12 

1:210 

20,849 

10.89* 

NOTE;  Compsmons  are  laaited  t»  paitents  in  MDC  S;  notv-t.^gtdiac  adrntssaom  ^  not  incliidfld  m  this  imatysJS. 

*,  **  indicate  tfee  dlfS^r^ccs  beiwwsj  ^>ectafty  and  coffgjetfejr  te«spitals  are  ^3Usti^%  SKgnifiaint  at  tte .  1  % 
csid  5%  levels  re^iS6li\'®!y. 

SOURCE:  Cy  2C^  Medksre  IPPS  dmm& 


In  Oftiiop«!ic  specialty  hospitals,  the  i^wnta^  of  p^ents  in  the  moderate  severnj' 
catcgorv  readmitted  after  treatment  at  a  speaal^  hospital  ranged  fi*om  roughly  i.2%  to  1,6% 
{see  Tabk  xS),  Ttie  perc^tage  of  reacbnt^ons  was  slight^  higher  tor  co«!p<gLttor  tiospftals 
tiimi  tor  orthopedic  special^'  hospitals,  ranging  fen.  approximately.  1 .8%  to  4.3%.  A  t-t^  of 
the  diffcamje  bsm^een  means  showed  tlia  the  dilTerencs  Ijetween  orthopedic  specialty  and 
competitor  liospttals  is  significattt  for  ail  DRG  gKH^ifigs.  The  per<^^e  of  orthopedic  |^i«Tts 
in  the  severely  ili  eatery  i^Kimttl^  to  die  hospitd  in  all  I>RG  groupings  vvas  simiiar  across 
hospital  tjpcs.  The  t-tesls  ^wed  that  the  differeRce  in  pro|X)rtioj:i  bet^^'mi  sp^nal^-  and 
coffipetilor  hospitals  were  significant  at  tfie  p<0.05  hvd  cmly  for  m^or  and  minor  orthopedic 
surgical  procedures  md  not  sigmflji^t  for  raedieai  proceduj^s.  This  st^ests  that  the  ^wnpetliar 
and  specially  tospitab  pedbrmM  about  the  -same  with  re^ct  to  severely  ifl  orthopedic  pati^is. 
However,  as  vMi  moderately  ill  patients*  the  number  of  rcEtdmissiom  M  ofthof^ic  specialty 
hosptais  was  veiy  small. 
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Tabte  5.8 

Orthopedic  Speaafty  Hospitals  and  Competitor  Acute  Care  Hosptta!  Competitors: 
Readmission  Rates  reported  by  Patient  Severity  and  DRG  grouping  {MDC=8) 
For  the  Population  of  AH  Specialty  Hospitals  and  Their  Competitors 


Specraity  HospttUs  Conipedtor  Hiwpitnl* 


*  %  #  % 

readnnssionB  N             readrotssiow  n?fldtnt5Stons  N  Reatlimssjons 

MnjorChtho                     63  3,954  1.59*                  1.00«  40.193  2.51 

Minor  OrUw                     22  1.614  l.36«                    Z5l  13,961  IM 

Median                            I  79  \27*                    63«  14,5«4  4.37 

Severe  Severity 

Major  Or^o                    17  346  4.9I»«                   843  14,179  5,95 

KKnorOrriio                      I  24  4.17**                      54  829  6.51 

Medical  0  I  317  4.484  2M. 


*  •*  indicauss  tiie  diiTereiiceis  twtween  spaaalh'  and  compeiitor  hosnitais  are  statistically  significant  at  the  .1%  and 
5%  levels  TespeCTJvely. 

>iOTE:  Moderate  Sevenfv  includes  \PR-DRCf  both  severitv  catcgones  Minor  and  Moderate:  Severe  lachides  APR- 
DRG  Iwlh  severitv"  categones  Major  and  Extreme 

SOURCE;  CY  2003  Medicare  IPPS  claims. 

Readmissiorts  to  both  surgical  arid  competitor  hospitals  for  patients  tn  MDC  8. 12  aiid  13 
were  too  few  m  nuraber  to  draw  any  significant  conclusions  from  the  data  fcspeaaify  among 
sev^^ly  in  patients).  Readniission  rates  for  moderately  ill  patients  widi  a  major  surgical 
procedure  were  lower  for  speaalty  hospitals  vvherea'^  rates  for  minor  surgical  were  lower  tor 
competitor  hospitals,  howe\'er.  these  were  not  siatistjcally  signiticani.  There  were  very  few 
severely  ill  patients  discharged  Irom  speaahy  hospitals  and  consequently,  the  numbers  of 
admissions  and  readniiJisions  for  both  DRG  groupings  are  too  small  relative  to  competitor 
hospitals  to  allow  us  to  have  confidence  m  these  results.  We  would  need  to  repeat  these  analyses 
with  multiple  years  of  dataro  r^ch  any  reliable  conclusions  i-egarding  diffeiences  in  the  quality 
of  cai-e  provided  m  surgK^l  speciali)-  hospitals  vo^us  their  community  acute  care  hospital 
comjxjtitors  on  this  measure. 
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AMERICAN  SURGICAL 
HOSPITAL  ASSOCIATION 


.iiiiiiii:-^ 
^^^^ 


EXECUTIVE  SUMMARY - 
THE  APPLICATION  OF  THE  FRAUD  AND  ABUSE 
ANTI-KICKBACK  STATUTE  AND  EMTALA  TO 


SPECIALTY  AND  SURGICAL  HOSPITALS 

March  2006 


'  This  Executive  Summary  has  been  authored  by  Scott  Becker  and  Nathan  Kottkamp,  each  of 
McGuireWoods  LLP,  on  behalf  of  the  Amencan  Surgical  Hospital  Association. 
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I  Medicare/Medicaid  Fraud  and  Abuse  and  Anti-Kickback  Law 

i 

I  The  Anti-Kickback  Statute.  42  U.S.C.  §1320a-7b,  prohibits  the  offer,  provision, 

I  solicitation,  or  receipt  of  any  sort  of  remuneration  in  exchange  for  the  referral  of 

I  any  service  potentially  reimbursable  under  Medicare,  Medicaid,  or  other  federal 

I  health  program.  There  are  several  issues  that  are  raised  with  regard  to  physician 

j  ownership  of  surgical  and  specialty  hospitals  under  the  Anti-Kickback  Statute. 

I  Each  hospital  is  encouraged  to  consult  with  their  own  legal  counsel  as  to  issues 
'   arising  under  the  Anti-Kickback  Statute. 

I 

I   There  is  no  safe  harbor  that  provides  comfort  for  the  development  of  surgical 
j   hospitals.  There  does  exist  a  safe  harbor  for  certain  investment  interests  in  small 
I   entities.   However,  the  safe  harbor  requires  that  investing  physicians  own  no 
more  than  forty  percent  of  the  hospital  and  generate  no  more  than  forty  percent 
of  the  volume  of  the  hospital's  business.  Thus,  it  may  not  be  applicable  to  many 
surgical  and  specialty  hospitals.  As  no  safe  harbor  protection  exists  for  such 
investments,  it  is  extremely  important  that  the  offering  of  shares  in  the 
development  of  the  hospitals  be  done  under  carefully  constructed  prophylactic 
I    rules  that  help  demonstrate  that  the  investors  are  not  given  special  temis  or 
j    remuneration  m  exchange  for  referrals.  These  rules  might  include: 

I  •       Each  investor  will  have  an  equal  opportunity  to  purchase  shares; 

•  Investors  will  pay  fair  market  value  for  shares  and  will  not  pay  more 
or  less  per  share  based  on  their  ability  to  generate  referrals  for  the 
hospital; 

•  No  investor  will  receive  financing  from  another  investor  or  the 
hospital  for  the  purchase  of  shares; 

•  All  retums  on  investment  will  be  based  on  ownership  of  shares  and 
not  on  the  referrals  generated  by  the  physician; 

•  Investors  should  be  required  to  disclose  to  patients  their  ownership 
m  the  hospital; 

•  Physicians  should  not  be  expected  to  make  any  level  of  indirect 
referrals  to  the  hospital; 

•  The  hospital  will  not  discnminate  against  Medicare  or  Medicaid  or 
governmental  health  care  program  business; 

•  Services  of  the  entity  will  be  marketed  or  furnished  to  all  persons  m 
a  manner  that  is  the  same  (i.e.,  marketing  of  services  will  not  be 
different  based  on  who  is  an  owner  of  the  facility); 

•  The  potential  ownership  group  should  not  be  differentiated  or  based 
on  the  volume  or  value  of  referrals; 

•  The  center  will  not  track  or  distribute  refen-als  from  investor  owners 
to  all  members; 

•  The  real  estate  lease  for  the  hospital  will  be  consistent  with  fair 
market  value  for  the  space  leased; 


I 
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I 

•  Shares  should  not  be  reallocated  based  on  the  volume  or  value  of  | 
referrals; 

•  Hospitals  should  not  develop  elaborate  "target"  lists  of  investor  \ 
physicians  based  on  revenues  or  referrals;  I 

•  No  physician  should  be  offered  special  remuneration  to  encourage  i 
use  of  the  facility;  and  i 

•  Physicians  should  not  be  pressured  to  withdraw  if  they  do  not  i 
generate  business  for  the  hospital.  ! 

I 

Finally,  the  Department  of  Health  and  Human  Services'  Office  of  Inspector  ' 
General  ("OIG")  has  expressed  concerns  in  other  contexts  that  should  be  i 
carefully  considered  in  this  context.  First,  the  OIG  has  commented  negatively  on  i 
arrangements  that  may  enable  investors  to  derive  profits  from  the  provision  of 
indirect  referrals.  Specifically,  in  Advisory  Opinion  98-12,  the  OIG  outlined  its  ] 
concerns  with  respect  to  ambulatory  surgery  centers  ("ASCs")  as  follows:  | 

I 

fHhis  Office  IS  concerned  about  the  potential  for  ' 
investments  in  ambulatory  surgical  centers  to  serve  | 
as  vehicles  to  reward  refemng  physicians  indirectly  . 
For  example,  a  pnmary  care  physician,  who  performs 
little  or  no  services  in  an  ambulatory  surgical  center  in  | 
which  he  has  an  ownership  interest,  may  refer  to 
surgeons  utilizing  the  ambulatory  surgical  center,  ' 
thereby  receiving  indirect  remuneration  for  the  referral  | 
through   the  ambulatory  surgical   center's   profit  i 
distribution.   Similarly,  an  investment  by  orthopedic  , 
surgeons  in  an  ambulatory  surgical  center  that  is  not  ! 
equipped  for  orthopedic  surgical  procedures,  or  that  is  ! 
exclusively  used  by  anesthesiologists  performing  pain 
management  procedures  on  patients  referred  by  the 
orthopedic  surgeons,  would  be  suspect.  | 

I 

As  there  is  no  specific  safe  harbor  for  surgical  hospitals  that  invokes  the  i 
extension  of  practice  concept  that  exists  m  the  ASC  safe  harbor,  many  parties  i 
have  viewed  surgical  hospitals  as  providing  an  opportunity  for  the  involvement  of  I 
pnmary  care  physicians  as  owners  in  surgical  hospitals.  However,  one  should  be 
aware  of  the  OIG's  concerns  regarding  arrangements  in  which  physicians  who 
are  indirect  referral  sources  are  brought  m  as  owners.  I.e.,  any  such  parties 
should  be  allowed  to  invest,  for  example,  because  they  make  a  capital 
investment  to  the  hospital  and  not  to  induce  or  encourage  referrals. 
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II.  EMTALA 

This  section  provides  background  guidance  on  Emergency  Medical  Treatment 
and  Labor  Act  (EMTALA)  obligations  for  both  hospitals  with  emergency 
departments  and  hospitals  that  do  not  have  emergency  departments.  A  good 
deal  of  the  guidance  contained  herein  is  derived  from  guidance  that  CMS  has 
provided  to  states  survey  agency  directors  pursuant  to  a  memo  related  to 
EMTALA  Interpretive  Guidelines.  Each  hospital  is  urged  to  consult  with  their  own 
legal  counsel  and  review  the  regulations  located  at  42  CFR  §§  489.20  and 
489.24 

Medicare  participating  hospitals,  including  specialty  hospitals,  must  comply  with 
the  EMTALA  statute  and  accompanying  regulations  in  42  CFR  §489.24  and  42 
CFR  §489.20(1), (m),  (q)  and  (r).  EMTALA  requires  hospitals  with  emergency 
departments  to  provide  a  medical  screening  examination  ("MSE")  to  any 
individual  who  "comes  to  the  hospital"  (including  presenting  on  the  hospital's 
campus)  and  to  provide  stabilizing  medical  treatment  within  its  capacity  It  also 
prohibits  hospitals  with  emergency  departments  from  refusing  to  examine  or  treat 
individuals  with  an  emergency  medical  condition  (EMC).  The  term  "hospital" 
includes  specialty  hospitals. 

A  dedicated  emergency  department  is  defined  as  meeting  one  of  the  following 
critena  regardless  of  whether  it  is  located  on  or  off  the  mam  hospital  campus. 
The  entity  (1)  is  licensed  by  the  State  in  which  it  is  located  under  applicable 
State  law  as  an  emergency  room  or  emergency  department;  or  (2)  is  held  out  to 
the  public  (by  name,  posted  signs,  advertising,  or  other  means)  as  a  place  that 
provides  care  for  EMC  on  an  urgent  basis  without  requinng  a  previously 
scheduled  appointment;  or  (3)  dunng  the  preceding  calendar  year  (i.e.,  the  year 
immediately  preceding  the  calendar  year  in  which  a  determination  under  this 
section  IS  being  made),  based  on  a  representative  sample  of  patient  visits  that 
occurred  dunng  the  calendar  year,  it  provides  at  least  one-third  of  all  of  its  visits 
for  the  treatment  of  EMCs  on  an  urgent  basis  without  requinng  a  previously 
scheduled  appointment.  This  includes  individuals  who  may  present  as 
unscheduled  ambulatory  patients  to  units  (such  as  labor  and  delivery  or 
psychiatnc  units  of  hospitals)  where  patients  are  routinely  evaluated  and  treated 
for  EMCs. 

A.      Requirements  for  Hospitals  With  Emergency  Departments 

Hospitals  with  dedicated  emergency  departments  are  required  to  take  the 
following  measures: 

•  Adopt  and  enforce  policies  and  procedures  to  comply  with  the 
requirements  of  42  CFR  §489.24, 

•  Post  signs  in  the  dedicated  ED  specifying  the  nghts  of  individuals 
with  EMCs  and  women  in  labor  who  come  to  the  dedicated  ED  for 
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health  care  services,  and  indicate  on  the  signs  whether  the  hospital 
participates  in  the  Medicaid  program; 

•  Maintain  medical  and  other  records  related  to  individuals 
transferred  to  and  from  the  hospital  for  a  period  of  five  years  from 
the  date  of  transfer; 

•  Maintain  a  list  of  physicians  who  are  on  call  to  provide  further 
evaluation  and/or  treatment  necessary  to  stabilize  an  individual  with 
an  EMC; 

•  Maintain  a  central  log  of  individuals  who  come  to  the  dedicated  ED 
seeking  treatment  and  indicate  whether  these  individuals: 

o  Were  refused  treatment; 
o  Were  denied  treatment; 

o  Were  treated,  admitted,  stabilized  and/or  transferred  or  were 
discharged, 

•  Provide  for  an  appropnate  MSE, 

•  Provide  necessary  stabilizing  treatment  for  EMCs  and  labor  within 
the  hospital's  capability  and  capacity; 

•  Provide  an  appropnate  transfer  of  an  unstabilized  individual  to 
another  medical  facility,  but  only  If: 

o  The  individual  (or  person  acting  on  his  or  her  behalf)  after  being 
informed  of  the  nsks  and  the  hospital's  obligations  requests  a 
transfer; 

o  A  physician  has  signed  the  certification  that  the  benefits  of  the 
transfer  of  the  patient  to  another  facility  outweigh  the  nsks  or 

o  A  qualified  medical  person  (as  determined  by  the  hospital  in  its 
by-laws  or  rules  and  regulations)  has  signed  the  certification 
after  a  physician,  in  consultation  with  that  qualified  medical 
person,  has  made  the  detennination  that  the  benefits  of  the 
transfer  outweigh  the  nsks  and  the  physician  countersigns  in  a 
timely  manner  the  certification.  (This  last  critenon  applies  if  the 
responsible  physician  is  not  physically  present  m  the  emergency 
department  at  the  time  the  individual  is  transferred.) 

Additionally,  pnor  to,  and  as  part  of  the  transfer,  the  transfernng 
hospital  must: 

o  Provide  treatment  to  minimize  the  risks  of  transfer; 
o  Send  all  pertinent  records  to  the  receiving  hospital; 
o  Obtain  the  consent  of  the  receiving  hospital  to  accept  the 
transfer; 

o  Ensure  that  the  transfer  of  an  unstabilized  individual  is  effected 
through  qualified  personnel  and  transportation  equipment, 
including  the  use  of  medically  appropnate  life  support 
measures;  and 
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o  Provide  the  name  and  address  of  any  on-call  physician  who 
refused  or  failed  within  a  reasonable  time  to  provide  necessary 
stabilizing  treatment. 

•  Not  delay  in  the  MSE  and/or  stabilizing  treatment  in  order  to  inquire 
about  payment  status; 

•  Accept  appropnate  transfer  of  individuals  with  an  EMC  if  the 
hospital  has  specialized  capabilities  or  facilities  and  has  the 
capacity  to  treat  those  individuals;  and 

•  Not  penalize  or  take  adverse  action  against  a  physician  or  a 
qualified  medical  person  because  the  physician  or  qualified  medical 
person  refuses  to  authonze  the  transfer  of  an  individual  with  an 
EMC  that  has  not  been  stabilized  or  against  any  hospital  employee 
who  reports  a  violation  of  these  requirements. 

B.  Requirements  for  Hospitals  that  Do  Not  Have  Emerqencv 
Departments 

A  hospital  that  does  not  have  a  dedicated  emergency  department,  as  defined  by 
42  CFR  §489.24(b).  generally  does  not  have  an  EMTALA  obligation  to  provide 
screening  and  treatment,  and  is  not  required  to  be  staffed  to  handle  potential 
EMC.  Nevertheless,  EMTALA,  per  42  CFR  §482. 12(f),  requires  the  hospital's 
governing  body  to  assure  that  the  medical  staff  has  written  policies  and 
procedures  for  the  appraisal  of  emergencies,  initial  treatment  (within  its  capability 
and  capacity,  and  makes  an  appropriate  referral  to  a  hospital  that  is  capable  of 
providing  the  necessary  emergency  services.  (See  Form  CMS-1537, 
Medicare/Medicaid  Hospital  Survey  Report).  Such  a  facility  must  have  policies 
and  procedures  in  place  for  handling  patients  in  need  of  immediate  care.  For 
example,  the  facility  policy  may  direct  the  staff  to  contact  the  emergency  medical 
services/911  (EMS)  to  take  the  patient  to  an  emergency  department  or  provide 
the  necessary  care  if  It  is  within  the  hospital's  capability 

A  hospital  without  an  emergency  department  should  review  the  bylaws,  rules  and 
regulations  of  the  medical  staff  to  determine  if  they  reflect  EMTALA 
requirements. 

C.  Hospital  Signage  Requirements 

Hospital  signage  must  at  a  minimum: 

•  Specify  the  nghts  of  individuals  with  EMCs  and  women  in  labor  who 
come  to  the  emergency  department  for  health  care  services;  and 

•  Indicate  whether  the  facility  participates  in  the  Medicaid  program. 
Signs  must  also  be  clear  and  use  simple  terms  and  language(s) 
that  are  understandable  by  the  population  served  by  the  hospital. 

Furthennore,  the  sign(s)  must  be  posted  in  a  place  or  places  likely  to  be 
noticed  by  all  individuals  entering  the  emergency  department,  as  well  as 
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those  individuals  waiting  for  examination  and  treatment  (e.g.,  entrance, 
admitting  area,  waiting  room,  treatment  area). 

D.      Call  Responsibilities 

As  a  requirement  for  participation  in  the  Medicare  program,  hospitals  that  have 
an  emergency  department  must  maintain  a  list  of  physicians  who  are  on  call  for 
duty  after  the  initial  examination  to  provide  treatment  necessary  to  stabilize  an 
individual  with  an  EMC.  The  on  call  list  identifies  and  ensures  that  the 
emergency  department  is  prospectively  aware  of  which  physicians,  including 
specialists  and  sub-specialists  are  available  to  provide  care. 

A  hospital  can  meet  its  responsibility  to  provide  adequate  medical  personnel  to 
meet  its  anticipated  emergency  needs  by  using  on  call  physicians  either  to  staff 
or  to  augment  its  emergency  department,  during  which  time  the  capability  of  its 
emergency  department  include  the  services  of  its  on  call  physicians. 

CMS  does  not  have  requirements  regarding  how  frequently  on  call  physicians 
are  expected  to  be  available  to  provide  on  call  coverage.  Nor  is  there  a  pre- 
determined ratio  CMS  uses  to  identify  how  many  days  a  hospital  must  provide 
medical  staff  on  call  coverage  based  on  the  number  of  physicians  on  staff  for  that 
particular  specialty  No  physician  is  required  to  be  on  call  at  all  times.  In 
particular,  CMS  has  no  rule  stating  that  whenever  there  are  at  least  three 
physicians  in  a  specialty,  the  hospital  must  provide  24-hour/7  day  coverage  in 
that  specialty  Instead,  each  hospital  has  the  discretion  to  maintain  the  on  call 
list  in  a  manner  that  best  meet  the  needs  of  the  hospital's  patients  who  are 
receiving  services  required  under  EMTALA  m  accordance  with  the  resources 
available  to  the  hospital,  including  the  availability  of  one  call  physicians. 

Call  coverage  should  be  provided  for  within  reason  depending  upon  the  number 
of  physicians  in  a  specialty  A  detemriination  about  whether  a  hospital  is  in 
compliance  with  these  regulations  must  be  based  on  the  facts  in  each  individual 
case.  Surveyors  will  consider  ail  relevant  factors  including  the  number  of 
physicians  on  staff,  the  number  of  physicians  in  a  particular  specialty,  other 
demands  on  these  physicians,  the  frequency  with  which  the  hospital's  patients 
typically  require  services  of  on  call  physicians,  vacations,  conferences,  days  off 
and  the  provisions  the  hospital  has  made  for  situations  m  which  a  physician  in 
the  specialty  is  not  available  or  the  on  call  physician  is  unable  to  respond. 

The  best  practice  for  hospitals,  which  offer  particular  services  to  the  public,  is  that 
those  particular  services  should  be  available  through  on  call  coverage  of  the 
emergency  department. 

Physician  group  names  are  not  acceptable  for  identifying  the  on  call  physician. 
Individual  physician  names  are  to  be  identified  on  the  list 


77 


Hospitals  have  the  ultimate  responsibility  for  ensuring  adequate  on  call  coverage. 
Hospitals  have  an  EMTALA  obligation  to  provide  on  call  coverage  for  patients  in 
need  of  specialized  treatment  if  the  hospital  has  the  capacity  to  treat  the 
individual. 

A  determination  as  to  whether  the  on  call  physician  must  physically  assess  the 
patient  in  the  emergency  department  is  the  decision  of  the  treating  emergency 
physician.  The  ER  physician's  ability  and  medical  knowledge  of  managing  that 
particular  medical  condition  will  determine  whether  the  on  call  physiciah  must 
come  to  the  emergency  department. 

When  a  physician  is  on  call  for  the  hospital  and  seeing  patients  with  scheduled 
appointments  in  his  pnvate  office,  it  is  generally  not  acceptable  to  refer 
emergency  cases  to  his  or  her  office  for  examination  and  treatment  of  an  EMC 
The  physician  must  come  to  the  hospital  to  examine  the  individual  if  requested  by 
the  treating  emergency  physician.  If,  however,  if  it  is  medically  appropnate  to  do 
so,  the  treating  emergency  physician  may  send  an  individual  needing  the 
services  of  the  on  call  physician  to  the  physician's  office  if  it  is  part  of  a  hospital- 
owned  facility  (department  of  the  hospital  shanng  the  same  Medicare  provider 
number  as  the  hospital)  and  on  the  hospital  campus. 

If  a  physician  who  is  on  call  does  not  come  to  the  hospital  when  called,  but 
directs  the  patient  to  be  transferred  to  another  hospital  where  the  physician  can 
treat  the  individual,  the  physician  may  have  violated  EMTALA. 

For  physicians  taking  call  simultaneously  at  more  than  one  hospital,  the  hospitals 
must  have  policies  and  procedures  to  follow  when  the  on  call  physician  is  not 
available  to  respond  because  he  has  been  called  to  the  other  hospital  to  evaluate 
an  individual.  Hospital  policies  may  include,  but  are  not  limited  to  procedures  for 
back  up  on  call  physicians,  or  the  implementation  of  an  appropriate  EMTALA 
transfer  according  to  42  CFR  §489.24(e). 

The  decision  as  to  whether  the  on  call  physician  responds  in  person  or  directs  a 
non-physician  practitioner  (physician  assistant,  nurse  practitioner,  orthopedic 
tech)  as  his  or  her  representative  to  present  to  the  dedicated  ED  is  made  by  the 
responsible  on  call  physician,  based  on  the  individual's  medical  need  and  the 
capabilities  of  the  hospital  and  applicable  State  scope  of  practice  laws,  hospital 
bylaws,  and  rules  and  regulations.  The  on  call  physician  is  ultimately  responsible 
for  the  individual  regardless  of  who  responds  to  the  call. 

On  call  physicians  may  utilize  telemedicine  (telehealth)  services  for  individuals  in 
need  of  further  evaluation  and/or  treatment  necessary  to  stabilize  an  EMC,  as 
pemriitted  by  applicable  State  scope  of  practice  laws,  hospital  bylaws,  and  rules 
and  regulations.  Individuals  are  eligible  for  telemedicine  services  only  when, 
because  of  the  individual's  geographic  location,  it  is  not  possible  for  the  on  call 
physician  to  physically  assess  the  patient. 


78 


Physicians  that  refuse  to  be  included  on  a  hospital's  on  call  list  but  take  calls 
selectively  for  patients  with  whom  they  or  a  colleague  at  the  hospital  have 
established  a  doctor-patient  relationship  while  at  the  same  time  refusing  to  see 
other  patients  (including  those  individuals  whose  ability  to  pay  is  questionable) 
may  violate  EMTALA.  If  a  hospital  permits  physicians  to  take  calls  selectively 
take  call  while  the  hospital's  coverage  for  that  particular  service  is  not  adequate, 
the  hospital  would  be  in  violation  of  its  EMTALA  obligation  by  encouraging 
disparate  treatment. 

E.      Specialist  Not  Available 

The  medical  staff  by-laws  or  policies  and  procedures  must  define  the 
responsibility  of  the  on  call  physicians  to  respond,  examine  and  treat  patients 
with  an  EMC. 

Physicians,  including  specialists  and  sub-specialists  (e.g.,  neurologists)  are  not 
required  to  be  on  call  at  all  times  or  required  to  be  on  call  in  their  specialty  for 
emergencies  whenever  they  are  visiting  their  own  patients  in  the  hospital.  The 
hospital  must  have  policies  and  procedures  (including  back-up  call  schedules  or 
the  implementation  of  an  appropnate  EMTALA  transfer)  to  be  followed  when  a 
particular  specialty  is  not  available  or  the  on  call  physician  cannot  respond 
because  of  situations  beyond  his  or  her  control.  The  hospital  is  ultimately 
responsible  for  providing  adequate  on  call  coverage  to  meet  the  needs  of  its 
patients. 

F       Central  Log 

A  central  log  on  each  individual  who  "comes  to  the  emergency  department",  as 
defined  in  §489.24(b),  seeking  assistance  and  whether  he  or  she  refused 
treatment,  was  refused  treatment,  or  whether  he  or  she  was  transferred,  admitted 
and  treated,  stabilized  and  transferred,  or  discharged.  The  provisions  of  this 
regulation  apply  to  all  hospitals  that  participate  in  Medicare  and  provide 
emergency  services. 

G.      MSE  Is  Not  Triage 

A  hospital  must  screen  individuals  to  determine  if  an  EMC  exists.  CMS  has 
expressly  stated  that  it  is  not  appropnate  to  merely  "log  m"  an  individual  and  not 
provide  a  MSE.  Individuals  coming  to  the  emergency  department  must  be 
provided  a  MSE  beyond  initial  triaging.  Tnaging  is  not  equivalent  to  a  MSE. 
Tnage  merely  determines  the  "order"  in  which  individuals  will  be  seen,  not  the 
presence  or  absence  of  an  EMC. 

A  MSE  IS  the  process  required  to  reach  with  reasonable  clinical  confidence,  the 
point  at  which  it  can  be  determined  whether  a  medical  emergency  does  or  does 
not  exist. 
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A  hospital,  regardless  of  size  or  patient  mix,  must  provide  screening  and 
stabilizing  treatment  within  the  scope  of  Its  abilities,  as  needed,  to  the  individuals 
with  EMCs  who  come  to  the  hospital  for  examination  and  treatment. 

H.  Transfers 

Under  EMTALA,  transfer  is  pemiitted  if  the  individual  (or  a  legally  responsible 
person  acting  on  the  individual's  behalf)  requests  the  transfer,  after  being 
infonned  of  the  hospital's  EMTALA  obligations  and  of  the  nsk  of  transfer  The 
request  must  be  in  writing  and  indicate  the  reasons  for  the  request  as  well  as 
indicate  that  he  or  she  is  aware  of  the  nsks  and  benefits  of  the  transfer  Transfer 
IS  also  permitted  if  a  physician  has  signed  a  certificate  that,  based  upon  the 
infomnation  available  at  the  time  of  transfer,  the  medical  benefits  reasonably 
expected  from  the  provision  of  appropnate  medical  treatment  at  another  medical 
facility  outweigh  the  increased  nsks  to  the  individual  or,  in  the  case  of  a  woman  in 
labor,  to  the  woman  or  the  unborn  child,  from  being  transferred.  The  certification 
must  contain  a  summary  of  the  nsks  and  benefits  upon  which  it  is  based. 

EMTALA  requires  an  express  written  certification.  Physician  certification  cannot 
simply  be  implied  from  the  findings  in  the  medical  record  and  the  fact  that  the 
patient  was  transferred. 

The  certification  must  state  the  reason(s)  for  transfer  The  narrative  rationale 
need  not  be  a  lengthy  discussion  of  the  individual's  medical  condition  reiterating 
facts  already  contained  in  the  medical  record,  but  it  should  give  a  complete 
picture  of  the  benefits  to  be  expected  from  appropnate  care  at  the  receiving 
(recipient)  facility  and  the  nsks  associated  with  the  transfer,  including  the  time 
away  from  an  acute  care  setting  necessary  to  effect  the  transfer  The  nsks  and 
benefits  certification  should  be  specific  to  the  condition  of  the  patient  upon 
transfer  This  rationale  may  be  on  the  certification  form  or  in  the  medical  record. 
Certifications  may  not  be  backdated. 

I.  Requirements  for  a  Proper  Transfer 

There  are  four  requirements  of  an  appropnate  transfer- 
First,  the  provision  of  treatment  to  minimize  the  nsks  of  transfer  is  the  first 
requirement  of  an  appropnate  transfer   If  the  patient  requires  treatment,  it  must 
be  sufficient  to  minimize  the  nsk  likely  to  occur  or  result  from  the  transfer 

Second,  the  receiving  facility  must  have  available  space  and  qualified  personnel 
for  the  treatment  of  the  individual;  and  must  have  agreed  to  accept  transfer  of  the 
individual  and  to  provide  appropnate  medical  treatment. 

Third,  the  transfernng  hospital  must  send  to  the  receiving  facility  all  medical 
records  (or  copies  thereof)  related  to  the  emergency  condition  which  the 
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individual  has  presented  that  are  available  at  the  time  of  the  transfer,  including 
available  history,  records  related  to  the  individual's  EMC,  observations  of  signs  or 
symptoms,  preliminary  diagnosis,  results  of  diagnostic  studies  or  telephone 
reports  of  the  studies,  treatment  provided,  results  of  any  tests  and  the  informed 
written  consent  or  certification  (or  copy  thereof)  required  under  paragraph 
{e)(1)(ii)  of  this  section,  and  the  name  and  address  of  any  on  call  physician 
(described  in  paragraph  (g)  of  this  section)  who  has  refused  or  failed  to  appear 
within  a  reasonable  time  to  provide  necessary  stabilizing  treatment.  Other 
records  (e.g.,  test  results  not  yet  available  or  histoncal  records  not  readily 
available  from  the  hospital's  files)  must  be  sent  as  soon  as  practicable  after 
transfer 

Fourth,  the  transfer  is  effected  through  qualified  personnel  and  transportation 
equipment,  as  required,  including  the  use  of  necessary  and  medically  appropnate 
life  support  measures  during  the  transfer 
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SIOUX  FALLS  SURGICAL  CEN'JER 

QUALITY  IMPROVEMENT  /  RISK  MANAGEMENT  PLAN 
ORGANIZATION 

Each  patient  has  needs,  including  psychosocial,  economic,  spiritual  and  physical,  which 
comprise  the  individual.  Sioux  Falls  Surgical  Center  is  responsible  for  meeting  the  patients' 
needs  according  to  their  mdividual  state  of  health.  We  shall  strive  for  optimal  outcomes 
with  continuous  improvements  that  consistently  represent  a  high  standard  of  practice, 
mmimize  risks  to  pabents  and  are  cost  effecbve. 

MISSION 

The  Sioux  Falls  Surgical  Center  shall  be  the  leader  m  providing  the  highest  quality  surgical, 
recovery  care  and  diagnosbc  imagmg  services  in  an  environment  that  is  safe,  convement, 
and  comfortable  for  our  pahents,  their  families,  our  employees  and  the  health  care 
practitioners  who  use  our  surgery,  recovery  care  and  imagmg  facility 

OUALITY  PHILOSOPHY 

In  accordance  with  our  mission  statement,  admimstrabon,  management,  and  all  employees 
are  committed  to  the  contmuous  improvement  of  patient  care.  This  commitment  will  be 
nurtured  m  an  environment  supporhve  of  excellence,  non-threatemng  in  nature,  open  to 
suggestion  and  conduave  to  positive  change.  Admimstration,  management,  and  staff  will 
take  an  active  part  m  a  planned,  systematic  orgamzabon  wide  approach  to  the  momtormg, 
analysis  and  improvement  of  performance  and  /  or  processes. 

GOALS 

A.  Assure  the  delivery  of  pabent  care  at  an  opbmally  achievable  level  of  quality  m  a  safe, 
professional,  and  cost-effecfave  maimer. 

B.  Improve  the  quality  of  care  provided  through  ongomg,  objective  and  systematic 
measurement,  analysis  and  improvement  of  performance. 

C.  Maximize  patient  safety  and  mmimize  pabent  and  orgamzabon  risk  of  adverse 
occurrence. 

D  Advance  awareness  and  knowledge  of  contmuous  quality  improvement  among 
administration,  management  and  patient  care  providers. 
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E.  Educate  personnel  to  facilitate  and  promote  organization  wide  philosophical 

commitment  to  quality  of  care,  service  and  leadership.  Ensure  that  leadership  and  staff 
understand  the  tenets  of  quality  improvement. 

F   Respond  proactively  to  customer  expectatior\s  and  feedback  concerrang  the  quality  of 
care  delivered. 

G.  Provide  an  effiaent,  competent  and  pleasant  work  environment  for  employees  and 
physiaans. 

H.  Meet  the  needs  of  third  party  payers  and  mamtam  requirements  for  regulatory 
compliance  and  accreditation 

QBTECTIVES 

A.  Mamtainmg  and  momtormg  an  evaluation  system  to  determme  if  providers  of  care  and 
service  are  pracfacmg  optimally  and  identify  opportumhes  for  improvement. 

B.  Utilize  appropnate  quality  tools  to  assist  with  problem  identification  and  to  ascertam 
improvement  opportimities.  Tabulate,  aggregate,  and  summarize  data  and  present  m  a 
meanmgful  format  to  assist  m  problem  soivmg.  Mamtam  a  system  of  corrective  action  to 
assure  problems  or  concerns  are  identified  and  resolved.  Re-evaluation  to  determine  that 
tiie  corrective  actions  have  sustamed  the  desired  result.  If  the  problem  or  concern 
remams,  alternative  action  will  be  taken  to  resolve  the  problem. 

C.  Proactively  reduce  the  risk  to  patients  by  penodic  review  of  resources,  equipment  and 
poliaes.  Hold  quarterly  meetings  of  the  Safety  Committee,  where  safety  issues  are 
identified  and  researched. 

D  Administration,  management,  as  well  as  all  departments  will  parhapate  m  contmuous 
quality  improvement  activities.  Ideas  will  be  encouraged  from  all  employees.  Front  line 
employees  wiU  serve  on  process  improvement  teams.  Those  who  know  the  most  about  a 
specific  process  vdll  be  mvolved  m  the  evaluation  and  submit  recommendations  for 
improvement. 

E.  QI  trainmg  is  mcorporated  m  orientation.  Comprehensive  trainmg  for  all  employees  at 
all  levels  of  the  orgamzation  will  be  completed  annually 

F   Patient  satisfaction  questionnaires  will  be  evaluated.  All  patients'  comments  will  be 
assessed  with  individual  follow-up.  Patients  concerns  and  comments  will  be  tracked 
and  trended  for  problematic  areas  and  improvement  opportumties. 

G.  Identification  of  problems  or  opportunities  for  improvement  is  encouraged  from  staff 
and  practitioners.  On  site  contmmng  education  will  be  provided  as  well  as  ongomg 
mservicmg  of  new  eqmpment  and  surgical  procedures.  Physiaan  and  staff  satisfaction 
will  be  assessed  biannually 

H.  Poliaes  and  procedure  compliance  will  be  randomly  reviewed  to  ensure  that  all  Federal, 
State,  accreditation  requirements  are  met  and  also  to  assure  organization  wide 
adherence  with  the  compliance  program. 
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QUALITY  IMPROVEMENT  /  RISK  MANAGEMENT  COUNCTl 


The  Quality  Improvement  Council  shall  be  compnsed  of,  admmistrative,  management, 
and  direct  patient  care  employees.  Individuals  withm  the  team  will  represent  the  entire 
facility,  providing  a  cross/functional  group  that  possesses  an  overall  knowledge  and 
understanding  of  the  surgical  center  as  a  whole.  Members  shall  mclude,  but  not  be 
limited  to: 

^  Quality  Improvement  Director-Chairperson 

^  Medical  Director,  acts  as  representabve  from  the  Management  Committee 

One  representative  from  \he  Credentials  Comrmttee 
^  Two  SFSC  practicing  physicians 

*  One  representative  from  Anesthesia  Department 
^  Two  representatives  from  the  Surgery  Department 
T«  Two  representatives  from  PACU 

^  Two  representatives  from  Recovery  Care  Department 
^  One  representative  from  Adrmssions  Office 
^  One  representative  from  the  Busmess  Office 

*  Infection  Control  Nurse 
^  P^sk  Manager 

*  Director  of  Nursmg 


AUTHORITY  AND  RESPONSIBn.ITY 

ALL  MEMBERS 

1.  Meet  quarterly;  date  shall  be  deternuned  by  the  Quality  Improvement  Coordinator  to 
comcide  with  the  schedules  of  Council  members  and  staffing  needs  of  the  Sioux  Falls 
Surgical  Center. 

2.  Assist  m  the  preparation  of  the  annual  quality  improvement  strategic  plan. 

3.  Evaluate  the  scope,  organization  and  effectiveness  of  the  quality  improvement  plan 
and  make  revisions  as  necessary 

4.  Assist  m  the  identificahon  and  momtonng  of  QI  activities. 

5.  Coordinate  a  system  of  problem  identification,  problem  resolution  and  re-evaluation. 

6.  Act  as  the  orgamzational  body  responsible  for  risk  management  activities. 
7     Evaluate  trends  of  employee  /  patient  /  visitor  occurrence  reports. 

8.    Constantly  evaluate  quality  and  be  on  the  lookout  for  w^ays  to  improve. 
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MANAGEMENT  COMMITTEE 

1 .  Is  responsible  for  overall  care  at  the  Sioiix  Falls  Surgical  Center. 

2.  Provides  one  representative  to  the  Quality  Improvement  Coimdl. 

3 .  Evaluates  and  approves  the  Quality  Improvement  and  Risk  Management  Plan. 

4.  Receives  and  reviews  Quality  Improvement  Coimdl  mmutes  and  reports. 

5    Partiapates  m  tiie  review  of  credentials  as  well  as  quality  of  care  issues  and  concerns  of 
all  active  staff  prior  to  their  reappomtment. 


PHYSICIAN  REPRESENTATIVES 

1.  Contribute  to  medical  staff  quality  assurance  activities. 

2.  Act  as  a  resource  m  the  development  of  Case  Review  protocol. 

3.  Provide  mput  m  the  development  of  criteria  to  be  momtored  m  order  to  evaluate  the 
quality  and  appropriateness  of  climcal  performance. 

MEDICAL  DIRECTOR 

1.  Is  responsible  for  and  accoimtable  to  the  Management  Committee  for  the  facility's  QI 
program. 

2.  Acts  as  a  liaison  between  the  Management  Committee  and  organizahonal  departments 
for  matters  affectmg  operations. 

3.  Reports  improvement  activities  to  the  Management  Committee. 

QUALITY  IMPROVEMENT  DIRECTOR 

1    Designs  and  implements  the  QI  plan  for  the  SFSC. 
2.    Imfaates  policy  and  procedure  development  for  the  QI  department. 
3     Conducts  QI  activities  m  a  manner  that  complies  with  regulatory  and  AAAHC 
accreditation  standards. 

4.  Educates  new  staff  and  provides  ongomg  educational  activities  for  the  facility  to 
support  quality  activities.  Facilitates  and  promotes  organization  wide  philosophical 
commitment  to  quality 

5  Acts  as  Chairperson  for  the  QI  committee.  Serves  as  the  focal  pomt  of  QI  activities. 
6.    Directs  pnontization  of  issues  for  assessment  and  improvement  based  on  effect  on 

patients  and  available  resources. 
7     Acts  as  a  resource  person  to  provide  mput  to  infection  control  activities. 
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8.    Promotes  and  supports  systems  and  processes  to  achieve  safe,  cost  effective,  high 
quality  healthcare. 

9    Reviews,  tracks  and  trends  employee/visitor  /  patient  occurrence  reports. 

10.  Coordinates  events  for  QI  acbvifaes.  Provides  guidance  and  organization  to  the 
activibes  of  quality  improvement. 

1 1.  Uses  collaborative  efforts  and  teams  to  study  and  improve  specific  existing  processes. 

12.  Coordinates  the  activities  of  process  improvement  teams  by  providmg  guidance  and 
instructions.  Functions  as  a  team  facilitator  as  needed.  Coordinates  team  efforts  to 
momtor  and  evaluate  patient  care 

13.  Prepares  and  displays  quality  improvement  reports  and  activities  utilizmg  data  m  a 
meaningful  format.  Tabulates,  aggregates,  summarizes  and  displays  pertment  data. 

12.  Develops  complete,  timely  reliable  reports.  Shares  information  with  appropriate  staff, 
mcluding  reports  to  the  D.O.N.,  the  Medical  Director,  and  the  Executive  Director. 
Submits  QI  reports  and  mmutes  to  the  Management  Committee  for  review  at  their 
meetmgs. 

RISK  MANAGER 

1.  Supervises  credentialing  committee  appomtment  and  reappomtment  activities. 

2.  Lnvesbgates  employee/visitor  /  patient  occurrence  reports. 

3.  Momtormg  of  surgical  outcomes. 

4.  Acts  as  a  resource  person  to  provide  mput  on  all  regulatory  and  compliance  issues. 

5.  Provides  mput  mto  employee  health/risk  management/  infection  control  / 
education  and  safety  activities. 

6.  Promote  process  improvement  for  the  ongomg  prevention  and  reduction  of  nsk. 
7   Fimcbons  as  liaison  to  liability  insurance  company 

INFECTION  CONTROL  NURSE 

1.  Responsible  for  the  new  employee  onentation  of  infection  control  practices. 

2.  Responsible  for  the  annual  mandatory  m-service  of  bloodbome  pathogens. 

3.  Acts  as  a  resource  for  employees  and  managers  providing  information  and  support  as 
needed. 

4.  Investigates  all  surgical  site  infections  and  reports  information  to  appropnate  managers 
and  the  QI  Director. 

5.  Conducts  surveillance  rounds  addressmg  potential  high-nsk  issues. 
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SAFETY  OFFICER 

1.  Works  with  Risk  Management  personnel  to  develop  and  implement  employee  mjury 
prevention  strategies  and  programs.  Momtors  program  effecbveness  and  makes 
adjustments  as  necessary 

2.  Reviews  all  employee  /  visitor  /  patient  occurrence  reports. 

3.  Investigates  occurrences  regarding  malfuncttomng  medical  devices. 

4.  Promotes  an  atmosphere  of  "culture  of  safety"  without  blame. 

5.  Ensures  compliance  with  aU  environmental  health  and  safety  standards  promiilgated 
by  all  local,  state,  and  federal  agenaes. 

6.  With  tiie  Environmental  Services  Director,  conducts  building  and  grounds  hazard 
surveillance  surveys  on  a  penodic  and  regular  basis  to  detect  code  violations,  hazards, 
and  mcorrect  work  practices  and  procedures. 

7   Develops  and  recommends  new  procedures  and  approaches  to  safety  and  loss 

prevention  based  on  reports  of  occurrences,  acadents  and  other  relevant  information. 

Members  of  the  safety  committee,  which  meets  quarterly, 
momtor  safety  issues.  Findings/concerns  will  be  submitted  to  OI  and 
included  m  the  quarterly  report  to  Management  Committee 


DEPARTMENTAL  REPRESENTATIVES 

1.  Actively  parfaapate  m  the  identificafaon  of  objectives  for  the  annual  specific  plan. 

2.  Partiapate  on  specific  process  improvement  teams  as  activities  mdicate. 

3.  Assist  m  data  collection,  analysis  and  finalizmg  reports  to  support  departmental  goals. 

4.  Responsible  for  reporting  findings,  actions  and  follow-up  of  activities  to  his/her 
department.  Reporte  are  to  be  reflected  m  imit  meetmg  mmutes. 

EMPLOYEES 

1.  Are  knowledgeable  of  and  actively  parbapattng  m  and  supportmg  the  QI  process. 

2.  Are  mvolved  m  a  daily  search  for  improvements  m  all  services,  products  and 
organizabonal  processes. 

3.  Contribute  to  the  achievement  of  improvement  goals  through  mdividual  action  or  m 
partnership  with  others. 

4.  Commumcate  and  work  together  to  achieve  the  mission  statement,  values  and  goals  of 
Sioux  Falls  Surgical  Center. 

5.  Develop  a  teamwork  relationship  with  all  customers  and  suppliers. 
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6.    Focus  on  the  QI  process  to  exceed  the  needs  and  expectation  of  the  customers, 
suppliers. 

7    Are  committing  to  makmg  customer  satisfaction  and  safety  top  pnonty 

CUSTOMER  SERVICE  ATSJD  SATTSF ACTION 

Sahsfacbon  evaluation  will  be  utilized  and  completed  to  determine  facility  and  staff 
strengths  and  weaknesses.  Data  will  be  analyzed  to  identify  specific  areas,  which  need 
improvement  and  /or  trending  patterns.  Patient  satisfaction  will  be  assessed  regarding  care 
received  and  patient  outcomes.  Customer  feedback  will  be  utilized  for  providing  direction 
for  improvement  opportumties. 

QUALITY  OF  CARE  PEER  AND  MEDICAL  RECORDS  REVIEW 

Quality  of  care  Peer  and  Medical  Records  review  shall  be  completed  to  assist  m 
credentialing  as  well  as  bemg  a  mechamsm  for  evaluating  the  quality  of  patient  care  m  an 
environment  that  is  safe,  convement  and  comfortable.  Evaluatmg  the  health  care  provided 
msures  that  the  health  care  professionals  are  providing  the  quality  of  patient  care  that  the 
SFSC  makes  every  effort  to  achieve.  Case  review  shall  mvolve  a  continual,  routine  gathermg 
of  information.  Objective  and  systematic  momtormg  will  be  utilized  in  the  evaluation  of 
documentation  and  unexpected  outcomes  Staff  members  as  well  as  physicians  shall  be 
engaged  m  this  process.  Case  review  information  will  be  mcorporated  mto  the 
reappointment  process. 


CONTRACTED  SERVICES 

There  is  an  ongomg  collection  of  information  from  contracted  services  to  assist  m 
determinmg  that  the  use  of  these  services  is  consistent  with  the  patient's  needs.  By 
evaluating  the  level  of  health  care  provided,  we  ensure  that  the  contracted  service  is 
meetmg  the  high  level  of  care  that  the  SFSC  strives  to  achieve  This  momtoring  of  contracted 
services  shall  be  comprehensive  and  shall  utilize  TQM  tools  in  order  to  adequately  address 
the  full  scope  of  services  provided,  identify  and  address  any  problem  areas. 

OUALFTY  IMPROVEMENT  STRUCTURE 

A.  The  review  of  patient  care  shall  mclude  the  followmg  characteristics: 


1.  Ongomg  and  Systematic  Process 
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a.  Tracking  data  over  time  (Ongoing)  and  evaluation  of  this  data  determines  what 
elements  of  patient  care  best  reflect  the  overall  care  provided  by  the  department, 
what  kmds  of  information  needs  to  be  collected  about  these  elements  of  care,  and 
how  often  the  information  should  be  collected  and  evaluated.  This  approach  is 
outlined  m  the  yearly  strategic  plan  and  is  evaluated  and  updated  annually 

b.  A  systematic  process  for  data  collection  and  evaluation  means  that  information 
about  vanous  elements  of  patient  care  and  dimcal  performance  is  collected  as 
part  of  the  daily  functions  of  the  department  when  appropnate.  The  information 
IS  collected  at  the  vanous  agreed  on  mtervals  of  tune  and  is  representahve  of  the 
practitioners  mvolved  and  the  type  of  service  provided. 

c.  Momtormg  of  care  and  outcomes  shall  be  comprehensive,  not  limited  to  problem 
focused  studies, 

2.  Problem  Identification 

a.  Methods  of  assessment,  moratonng  and  problem  identification  shall  mclude,  but 
not  be  limited  to: 

1.  Observabon  5.  Bramstormmg 

2.  Interview  6.  Retrospective  Momtors 

3.  Record  Review  7  Benchmarkmg 

4.  Concurrent  Momtors  8.  FMEA 

b.  Identificahon  of  problems  and/or  opportumhes  may  be  revealed  by  utilizmg  the 
foUowmg  sources: 

1.  Poliaes  and  Procedures 

2.  Standards  of  care 

3.  Guidelines  for  documentation 

4.  Current  literature  teaching 

5.  Cost  of  care 


c.  Other  means  of  problem  identification  utilized  m  the  contmued  effort  to  improve 
patient  care  mclude  that  which  comes  through: 

Internal  methods 

^  Medical  Records 

^  Infection/Hospitalizahon  follow  up 

^  Management  Committee 

^  Quality  of  care  Peer  and  Medical  Records  Review 
^  Occurrence  Reports 
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External  Methods 

*  Regulatory  Agenaes 

*  Federal  Legislation 

*  Professional  Organizations 
^  Networking/ Bendimarking 

d.  Each  department  parhapates  m  the  development  and  application  of  the 
objectives  used  to  evaluate  the  care  they  provide.  They  shall  identify  problems 
that  have  an  impact  on  pabent  care  and  outcomes,  dimcal  performance  and 
overall  process.  All  staff  wUl  observe  cliracal  performance  and  identify  patterns 
or  trends  and  be  constantiy  on  the  lookout  for  ways  to  improve. 

e.  The  primary  approaches/methods  of  problem  assessment  and  evaluabon  are: 

Structure 

Structure  is  the  arrangement  of  the  care  system  or  elements  that  facilitate  care; 
resources,  staff,  equipment,  pohaes  etc.,  evidence  of  the  facilibes  ability  to 
provide  care;  the  care  environment. 
Process 

Refers  to  the  method,  means,  sequence  of  steps  or  procedures  for  providing  care 
and  producmg  outcomes.  There  may  be  many  or  few  processes  directed  towards 
the  evaluabon  of  acfavihes  earned  out  by  health  care  personnel  m  the  delivery  of 
patient  care. 
Outcome 

Directed  toward  the  evaluabon  of  a  patient's  health  status  as  a  result  of  pabent 
care  delivered,  the  end  results  of  care.  It  is  retrospective  as  the  patient' s  chart  is 
reviewed  follovmig  disdiarge.  The  audit  is  done  with  a  focus  on  a  specific 
problem  or  concern  identified,  or  specific  processes,  as  well  as  any  potential 
problems  that  could  affect  the  patient's  outcome. 


3.  Analysis 

Analysis  of  information  about  important  aspects  of  patient  care  and  patient  outcomes 
shall  utilize  statistical  methods  and  tools  to  mterpret  data  accurately  and  produce 
meanmgful  information  m  order  to  adequately  address  the  full  scope  of  services 
provided  mcluding  high  risk,  high  volume,  new  procedures  and  problem  prone 
areas. 
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a.  Analysis  of  ongoing  data  collection  and/or  identified  problems  may  be 
completed  by  utilizmg,  but  not  limited  to,  the  followmg  tools. 

1 .  Process  Improvement  Teams 

2.  Bramstormmg 

3.  Control  Charts 

4.  Flow  Charts 

5.  Pie  Charts 

6.  Pareto  Charts 

d.  If  problems  are  suspected,  problem  focused  studies  may  be  performed  to 
determine  the  cause,  magmtude  and  impact  of  the  problem. 

e.  In  some  cases,  a  combmation  of  any  or  all  of  the  approaches/methods  may  be 
used.  The  type  of  problem  identified  determines  the  method  chosen  for 
momtormg/evaluation/improvements. 

1.  Procedural  (process-observation) 

2.  Documentation  (outcome  /  process  record  review) 

4  Action 

Action  IS  taken  as  appropnate  when  negative  findings,  trends,  special  cause 
vanation,  problems  or  opportumties  to  improve  care  are  identified.  Actions  may 
mclude: 

a.  Changes  or  modification  of  equipment/supplies. 

b.  Process  analysis  and  review 

c.  Development  /  review  /  revision  of  policy,  procedures,  standards,  and  guidelines. 

d.  Assessment  and  /  or  modification  of  contracted  services. 

e.  In-service  education 

f.  Employee  /  Prachfaoner  counseling 

g.  Re-evaluation  of  identified  problems  or  concerns  is  performed  to  assure  that  the 
corrective  measures  have  achieved  and  sustamed  the  desired  result. 

h.  Alternative  corrective  actions  are  taken  as  needed  with  contmumg  re-evaluation. 
1.   Documentation  of  findings,  conclusions,  recommendations,  action  taken  and 

results  of  action  taken  will  be  documented  m: 

1.  Quality  Improvement  Committee  meetmg  mmutes. 

2.  Reports  and  momtors  to  the  Quality  Improvement  Council 

3.  Reports  and  mmutes  to  the  CEO  and  Management  Committee. 

4.  Each  department  representative  must  submit  a  wntten  or  oral  report  of  QI 
activities  at  his  /  her  umt  meetmgs.  This  report  should  be  reflected  m  the  unit 
meetmg  minutes. 

J.   Corrective  actions  take  mto  account  the  followmg: 

1.  Resources  available 

2.  Timemvolved 
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3.  Cost 

MEASURES  OF  EFFECTIVNESS 

The  QI  Director  is  responsible  for  tihe  facilitation,  documentation,  and  reporting  of  the  day- 
to-day  functions  of  the  overall  quality  program. 

The  objectives,  scope,  organization  and  effectiveness  of  the  activities  of  the  Quality 
Improvement  Program  are  evaluated  at  least  armually  and  revised  as  necessary  Quality 
plans  wiW  be  reviewed  at  the  Management  Committee  meetmgs.  This  review  of  the  overall 
quality  plan  and  annual  strategic  plan  evaluates  the  effectiveness  of  the  program.  Emphasis 
will  be  placed  on  areas  momtored,  evaluated,  identified  problems,  opportumties  for 
improvement,  success  of  actions  taken  toward  problem  resolution  and  improvements  made 
in  patient  care.  Effiaency  and  cost-effectiveness  will  also  be  evaluated.  Revisions  to  the 
program  will  be  effective  upon  approval  of  the  Management  Committee. 

CONFIDENTIALITY 

All  copies  of  minutes,  reports,  and  worksheets  will  be  handled  m  a  manner  ensurmg  strict 
confidentiality  These  may  be  stamped  or  marked  "CONFIDENTIAL"  Results  of  quality 
assurance  activities  and  reports  will  not  contam  identifiable  client  information.  Information 
may  be  coded  or  reported  m  aggregate. 


MEDICAL  DIRECTOR 


DATE 
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SIOUX  FALLS  SURGICAL  CENTER  2006 
CONTINUOUS  QUALITY  MANAGEMENT  /  RISK  MANAGEMENT 
GOALS  AND  STRATEGIC  PLAN 

I.   EMPLOYEE  EDUCATION.  CERTIFICATIONS.  TRAINING 

Comprehensive  training  of  employees  at  all  levels  of  the  organization  will  be  completed.  QI 

trainmg  is  incorporated  into  the  new  employee  onentation.  A  facility  wide  QI 

educational  week  wiU  be  held  annually  This  week  will  include  training  sessions 

that  will  include  an  overview  of  our  QI  program  as  well  as  descnptions  and  clarifications  of 

staff  responsibilities.  The  program  will  be  presented  at  vanous  times  durmg  the  week  to 

accommodate  the  employees  work  schedules. 

The  program  will  include: 

a.  Quality  awareness 

b.  Staff  participation 

c.  The  SFSC's  mission  statement  and  goals. 

d.  Customer  Satisfaction 

e.  Employee  Suggestions 

In  addition  to  the  traimng  sessions  the  week  will  mclude  poster  presentations,  quality 
qmzzes,  and  pnze  drawings. 

Just  m  time  traimng  will  be  utilized  for  process  improvement  teams.  Just  m  time  trammg  will 
mclude: 

a.  Defimtion  of  the  team  assignment 

b.  Identification  of  the  scope  of  responsibility  of  flie  team 

c.  Use  ofbasic  quality  improvement  tools. 

d.  Role  of  team  leaders  and  fecilitators 

IL    REGULATORY  GOALS 

•  Remam  compliant  with  the  South  Dakota  Department  of  Health  Hospital  rules  and 
HCFA  regulations. 

•  Documentauon  for  each  year  will  be  mamtamed  and  summar>'  will  be  broken  out  per 
quarter.  The  supportmg  statistics  v^ill  be  mamtamed  m  a  locked  file  cabmet, 

•  Policies  and  Procedures  will  be  reviewed  annually 

•  Annual  employee  education  will  be  provided. 

nL  BENCHMARKING 

Comparison  of  key  performance  measures  with  other  like  orgamzations  or  with  best  practice  of 
national  or  professional  targets  will  be  completed.  Accurate  facility  histoncal  data  will  be 
collected  to  be  compared  now  and  m  the  fiiture. 

•  A  procedure  specific  benchmarkmg  study  will  be  completed  with  like  facilities. 

•  Comparative  analysis  fi-om  FASA  will  be  utilized  to  determme  best  practice  for 
benchmarkmg  purposes. 

•  SFSC  win  participate  m  ASHA  benchmarkmg  activities. 
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ly,     ONGOING  EVALUATION  OF  PATIENT  SATISFACTION 

Satisfaction  evaluation  will  be  utilized  and  completed  to  detennine  facility  and  staff  strengths  and 
weaknesses.  Data  will  be  analyzed  to  identify  trends  and/or  specific  problem  areas.  Patient 
satisfaction  will  be  assessed  regarding  care  received.  Patient  feedback  will  be  utilized  for 
providing  direction  for  improvement  opportumties. 

•  Satisfaction  survey  and/or  input  received  verbally  via  phone  calls,  letters,  etc.,  will  be 
dated  when  received. 

•  The  numeric  portion  of  the  surveys  will  be  entered  into  a  data  sheet  for  evaluation  and 
trending  by  the  quality  department.  This  information  will  be  incorporated  into  a  graph 
and  mcluded  with  the  monthly  narrative  report.  Cumulative  monthly  ratmgs  of 
individual  questions  will  be  tracked  and  trended  on  a  run  chart. 

•  Any  survey  with  a  numenc  rating  of  2  or  lower  m  any  area  will  be  investigated  and 
forwarded  to  SFSC  management  as  deemed  necessary  by  the  quality  department. 

•  The  quality  department  will  review  all  narrative  comments.  These  comments  will  be 
compiled  and  shared  with  staff  monthly 

•  Patient's  comments  will  be  shared  with  mdividuals  whose  names  were  specifically 
mentioned  on  the  survey 

•  Target  for  follow  up  on  patient  comments/concerns  will  be  two  weeks  from  the  time 
the  patient  survey  is  received. 

•  Monthly  summaries  of  comments  will  be  posted  in  a  binder  in  the  staff  lounge. 

V.    SURGICAL  COMPLICATIONS 

Each  month  all  surgeons  performing  cases  will  receive  a  Patient  Outcome  Survey  listmg  their 
patients  and  procedures 

•  Infection  Control 

•  All  patients  who  have  a  reported  mfectioii  will  be  assigned  a  classification  by  the 
Infection  Control  nurse. 

•  The  Infection  Control  Nurse  or  designee  will  complete  follow  up  on  all  patients 
sustaimng  a  post-operative  surgical  site  or  other  infection. 

•  All  reported  infections  will  be  tracked,  trended,  and  investigated  for  commonalities. 

•  All  reported  infections  will  also  be  tracked  by  specialty  Comparative  analysis  will  be 
completed  with  data  received  from  FASA  and  ASHA  quarterly  reports. 

•  Hospitalizations 

•  Patients  admitted  to  a  hospital  within  72  hours  are  designated  on  the  returned  survey 

•  A  discharge  summary  will  be  obtamed  from  the  admission  hospital. 

•  All  hospital  admissions  will  be  tracked  and  trended. 

•  Comparative  analysis  will  be  completed  with  data  received  from  FASA  and  ASHA 
quarterly  reports. 

•  Complications 

•  All  complications  will  be  mvestigated,  tracked  and  trended. 

•  Comparative  analysis  will  be  completed  utilizmg  internal  histoncal  trends. 
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VL  REVIEW  MEDICAL  RECORDS  AND  STAFF  PEER  REVIEW  FOR  QUALITY  OF  CARE  AND 
COMPLETENESS 

•  Chart  assessment  will  be  ongoing  to  assure  completeness  of  routme  documentation 
withm  30  days.  This  review  will  be  consistent  with  our  goal  to  achieve  and  mamtam 
optimal  documentation  of  patient  care. 

VII.  PHYSICLAJsF  CREDENTL\LING/PEER  REVIEW 

The  physician  members  of  the  Board  of  Directors  will  review  credentials  as  well  as  the  results  of 
quality  management  outcome  measurements  of  all  active  staff  pnor  to  their  reappointment. 
Outcome  measures  mclude  but  may  not  be  limited  to: 

•  Hospital  transfers  and  adrmssions  with-in  72  hours. 

•  Post-op  surgical  site,  or  other  mfections. 

•  Number  of  surgical  procedures . 

•  Patient  return  to  the  Operating  room. 

•  Surgical  complications 

The  area  under  review  and  the  method  of  chart  selection  will  be  outlmed  specifically  m  the  Peer 
Review  Plan.  An  annual  profiling  report  mcluding  outcome  measures  will  be  placed  m  each 
physician's  peer  review  folder. 

VIII.  QUALITY  IMPROVEMENT/RISK  MANAGEMENT  COMMITTEE  QUARTERLY 
MEETINGS 

The  Quality  Improvement  committee  will  provide  organizational  direction  and  oversee  all  of  the 
contmuous  quality  improvement  activities.  The  committee  will  be  utilized  to  sustam,  facilitate, 
and  expand  the  quality  unprovement  activities  based  on  the  organization's  mission  statement  and 
goals.  There  will  be  medical  staff,  management,  and  &ont  line  staff  participation.  The  committee 
will  strive  to  provide  clear  commimication  of  quality  measures  throughout  all  levels  of  the 
organization.  Department  delegates  will  be  responsible  for  commumcatmg  quality  activities  at 
his/her  department  staff  meeting.  Quarterly  summanes  will  be  posted  m  the  employee  lounge. 

DC     MONTHLY  TRACKING  AND  TRENDING  OF  EMPLOYEE  AND  /  OR  PT  VISITOR 
INCIDENT  REPORTS 

Trackmg  and  trending  of  mcident  reports  will  focus  on  analysis  of  data  and  decision-makmg 
techniques  to  predict  potential  nsk  and  to  estunate  financial  impact  on  the  facility  Reports  will  be 
pnontized  by  jfrequency,  seventy,  and  potential  reduction. 

•  Ongomg  evaluations  of  all  incidents  will  take  place.  A  report  will  be  presented  at  the 
quarterly  Quality  Improvement  meeting. 

•  Follow-up  will  be  completed  unmediately  on  ail  contammated  exposures. 

•  The  employee  health  nurse  will  complete  an  annual  report  mcluding  all  employee- 
contaminated  exposures. 

•  Comparative  analysis  will  be  completed  utilizmg  mtemd  historical  trends  and  data 
received  fi-om  like  facilities  and  FASA. 


95 


•  Ongoing  tracking  to  identify  trends  will  be  completed. 

X.  FACILITY  WIDE  GOALS 

IMPROVING  FACILITY  WIDE  COMMUNICATION 

•  2006  Quality  focvis  will  be  on  improving  the  communication  at  SFSC.  Several 
commumcation  models  will  be  evaluated.  After  a  model  is  selected  we  will  tnal,  educate 
and  implement  the  new  commumcation  model. 

BAPTIST  INSTUTUTE  LEADERSHIP  PROGRAM 

•  Achievmg  facility  excellence  by  focusmg  on  employee  satisfaction,  physician  satisfaction, 
customer  satisfaction,  leadership  development  and  accountability  activities  into  a 
comprehensive  method  for  focusing  SFSC's  culture  on  service  and  operational  excellence. 

XI.  DEPARTMENTAL  GOALS 

A  Ql  folder  will  be  available  to  each  department.  The  contents  of  this  folder  shall  mclude  the 
departmental  goals  and  activities  for  the  calendar  year.  Studies  from  the  department  and  other 
pertinent  QI  information  will  be  included.  Patient  confidentiality  and  pnvacy  will  be  maintained 
at  all  times. 

A.  Front  Desk 

1.  Evaluate  process  for  forwarding  Operative  note  to  refemng  physicians.  Identify 
problems  and  opportimities  for  improvement 

2.  Evaluate  patient  use  of  web  site  pre  registration.  Identify  ways  of  increasing  patient 
awareness  and  use  of  web  site. 

3    Develop  a  method  to  survey  family/fiiends  of  patients  waitmg  m  the  lobby  Identify 
problems  and  opportumties  for  improveirent 

B.  Admission  to  the  Pre-Operative  Department 

1 .  Evaluate  pre-op  time  frame  (wait),  assess  and  trend.  Identify  problems  and 
opportumties  for  miprovement 

C.  Operating  Room 

1  Surgical  Indications  Momtonng  (SIMS)  study  for  a  high  frequency  procedure  done  at 
SFSC. 

2.  Assess  patient  wait  time  m  the  Operatmg  room  from  time  brought  to  OR  to  actual 
mcision  time.  Identify  problems  and  opportumties  for  unprovement. 

3    Decrease  surgical  delays  by  improvmg  accuracy  of  scheduled  operative  times. 
4.  Improve  the  adherence  m  the  completeness  of  preference  cards,  to  assure  accuracy  of 
supplies. 
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D.  PACU 

1 .  Track  and  trend  telephone  advice  calls. 

2.  Improve  effectiveness  of  discharge  planning  and  teaching.  Form  a  process 
improvement  team  for  the  evaluation  and  improvement  of  discharge  plaimmg  and 
teaching.  Mam  focus  would  be  crutch  instructions  and  microdisc  teachmg. 

3 .  Perform  chart  audits  of  staff  to  be  utilized  with  performance  reviews. 

4.  Increase  quality  and  consistency  of  message  to  patient's  with  the  development  of 
scnpted  statements  regarding  02  saturations  and  prior  to  pain  medication 
admimstration. 

5   Achieve  PALS  certification  for  all  PACU  nurses. 

6.  Follow  up  of  Versed  FMEA,  evaluate  any  reports  of  problems  after  Versed 
admmistration. 

F  Recovery  Care 

1    Ensure  that  patient  food  is  being  served  m  accordance  with  state  regulations  by 

momtormg  food  temperatures.  A  quarterly  report  will  be  submitted.  Improve  quality  and 
selection  of  patient  food. 
•    Assess  timeliness  of  dinner  order  receipt  to  assure  delivery  at  6  pm. 

2.  Tracfang  of  unscheduled  admits  to  Recovery  Care,  momtor  admission  diagnosis  for 
trends. 

3.  Track  patients'  questions  by  phone,  post  discharge  to  assess  areas  that  we  may  be  able  to 
improve. 

4.  Evaluate  100%  of  patient  satisfaction  questionnaires.  The  same  guidelines  listed  above 
will  be  followed.  Mamtam  or  improve  our  present  level  of  satisfaction. 

G.  Business  Office 

1 .  Focus  on  obtaimng  accurate  patient  and  responsible  party  accurate  demographic 
mformation. 

2.  Coding  audits — mtemal  x  2,  external  x  1 . 

3  Transcription — ^broaden  the  capability  of  the  dictation  system,  restructure  filing  of 
specific  patient  dictation  to  allow  easier  location  and  electromc  commumcation. 

H.  Regulatory  affairs 

1    Re-evaluate  completion  of  medical  records  withm  30  days. 

2.  Re-evaluate  timeliness  of  H&P  completion.  Assessment  of  adequacy  and  timeliness  will 
be  based  on  state  and  federal  regulations. 

3    Compliance  with  HIPAA  Security  Rule  requirements  by  April  20, 2006. 

4.  Improve  current  process  for  obtaimng  and  tracking  physician  pnvilegmg.  Research  core 
pnvilegmg  for  physicians. 

5    Improve  occurrence  reporting. 
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a.  Research  and  employ  on-line  reporting  with  the  development  of  the  mtra-net 
service.  (This  will  be  ajomt  venture  with  the  IS  department) 

I.  Information  systems 

I    Implementation  of  the  Network  Recovery  System 
2.  Development  and  implementation  of  an  mtranet. 

J  MRI 

1  Evaluate  100%  of  patient  satisfaction  questionnaires.  The  same  guidelines  listed  above  v^ll 
be  followed. 

K.  Safety 

1    Conduct  a  FMEA  (Failure  Mode  and  Effects  Analysis)  on  medication  admimstration 

2.  Develop  a  team  to  look  at  the  process  for  dehvenng  medications  -  from  taking  the  orders, 

signmg  off  orders,  and  admmistermg  the  medication.  Evaluate  process  for  opportunities  to 

reduce  medication  errors. 

3  Develop  a  team  to  evaluate  the  current  patient  handoff  process  for  problem  areas  and 
improvement  opportumties. 

4  Research  and  evaluate  potential  new  safety  sharps  devices. 

XII.  CONTRACTED  SERVICES 

Maintain  a  contmuous  effort  by  all  members  of  our  facility  to  meet  the  needs  and 
expectations  of  the  customer,  the  staff  and  the  regulatory  agencies.  In  our  commitment 
to  continuous  quality  improvement  we  mclude  our  contracted  services  m  our  QI 
program.  This  will  assist  us  in  determimng  if  providers  of  a  service  are  practcmg 
optimally  and  identify  opportumties  for  miprovement 

A.  Dietary  Department 

1  Assess  patient  satisfaction  survey  (incorporated  mto  RCC  Patient  Satisfaction  Questionnaires 
2.    Spot  check  -  food  temperature  (RCC  food  temperature  record) 

B.  Laboratory 

1    Obtam  CLIA  certificate  from  contracted  Labs.  Obtainmg  certificate  will  insure  that  contracted 

laboratones  are  m  compliance  with  regulatory  standards. 
2.    Patient  Satisfaction  Questionnaires  (any  questionnaires  with  specific  lab  related  complamts  / 

concerns  will  be  referred  to  the  laboratory  director) 

C.  Avera  McKennan  Hospital  Radiology 

1    Report  of  re-takes  provided  aimually  to  the  QI  committee  for  review;  a  comparison  of 

nationwide  statistics  will  be  made. 
2.  Report  of  mtegnty  of  X-ray  aprons  annually 
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3    Ongoing  review  of  chart  completion  to  include  radiology  reports  and/or  physician  note  of  use 
of  radiology 

D  Pharmacy 

1    Ongoing  momtor  of  drug  outdates. 

2,  All  medication  errors  will  be  reported  to  the  P  &  T  committee  for  review 
3    Copies  of  all  adverse  drug  reactions  will  be  reported  to  the  P  &  T  committee  for 
review 

4.  Copies  of  all  adverse  drug  reactions  will  be  forwarded  to  the  QI  department  for  trackmg  and 
trending. 

E.  Anesthesia 

1    Re-evaluation  and  contmuation  of  a  wntten  post-anesthesia  evaluation  with-m 

48  hours  of  surgery  and  pnor  to  patient  discharge.  Improve  the  compliance  of  postop 

visits  to  RCC  by  anesthesia  personnel. 
2.  Re-evaluation  of  notmg  of  pre-op  orders.  By  completing  all  necessary  documentation 

of  pre-op  orders  we  can  insure  that  our  patients  are  receiving  the  highest  level  of 

quality  care  m  the  most  efficient,  safe,  and  accurate  way  possible. 
3    Track  and  trend  all  post-operative  complications.  Data  will  be  collected  via  mcident 

reports  and  /  or  monthly  physicians'  patient  outcomes  survey 
4.  Development  and  implementation  of  an  Anesthesia  Peer  Review  Program. 

F  Physical  Therapy 

1    Assure  physical  therapy  visits  /  treatments  are  appropriately  documented. 

G.  Laundry 

1    Assure  that  the  appropnate  water  temp,  of  160  F  (71  C)  is  bemg  utilized  on  all  laundry  If 
chlorme  bleach  is  added  to  the  laundry  process  to  provide  10  parts  per  million  or  more  of  free 
chlorme  the  mimmum  hot  water  temperature  may  be  reduced  to  140  F  (60  C).  Spot  checks  of 
laimdry  temp  wiU  be  completed.  An  annual  wntten  report  will  be  submitted. 


The  quality  improvement  plan  will  remam  flexible  as  other  problems  -  suggestions  for  QI  activities  arise. 

 Medical  Director  Signature  date. 

 QI  Durector 
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Testiinony  of 
Mark  B.  McCleUan,  MD,  Ph.D. 
Administrator,  Centers  for  Medicare  &  Medicaid  Services 
Before  the  Senate  Committee  on  Finance 
Hearing  on 
Physician-Owned  Specialty  Hospitals 
May  17, 2006 

Chairman  Grassley,  Senator  Baucus,  distinguished  Committee  members,  thank  you  for 
mviting  me  to  testify  today  about  the  Centers  for  Medicare  &  Medicaid  Services'  (CMS) 
role  m  ensuring  its  beneficianes  have  access  to  quality  health  care.  Through  our  payment 
systems  and  quality  efforts,  CMS  is  workmg  to  promote  a  level  playmg  field  for  all 
health  care  providers,  mcludmg  both  commumty  hospitals  and  physician-owned  specialty 
hospitals. 

At  CMS  our  chief  concerns  are  the  quality  of  care  for  pec^le  with  Medicare  and 
Medicaid  and  the  efficiency  of  Medicare  and  Medicaid  spending.  We  make  no 
differentiation  m  the  application  of  our  quality  standards  whether  a  facility  is  rural  or 
urban,  or  for-profit  or  not-for-profit.  Through  Medicare's  conditions  of  participation 
requirements  and  the  survey  and  certification  process,  CMS  momtors  and  enforces 
quality  reqmrements  for  all  hospitals.  If  necessary,  CMS  has  the  authority  to  terminate  a 
hospital's  participation  m  the  Medicare  program;  and,  CMS  recently  used  this  audionty 
to  put  a  facility  m  Oregon  on  track  for  such  action. 

CMS  also  IS  actively  woikmg  to  ensure  payments  for  services  pronwte  quality  and 
accurately  reflect  the  cost  of  providing  care.  As  you  know,  how  Medicare  pays  for 
medical  services  can  sigmficantly  impact  quality  and  medical  costs  for  our  beneficianes 
and  our  overall  health  care  system.  With  a  reimbursement  system  based  on  adimssions 
and  procedures  and  not  outcomes  or  efficiency,  the  current  system  may  pay  fc«-  services 
that  are  meffective,  mefficient  and  out-of-date,  instead  of  recogmzmg  and  encouragmg 
quality  care  that  prevents  complications  and  errors.  Movmg  toward  a  performance-based 
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payment  system  could  potentially  enhance  fair  competition  across  health  care  settmgs. 
By  leveling  the  financial  playmg  field  for  all  hospitals,  Medicare  payments  to  hospitals 
will  more  accurately  reflect  actual  resource  needs.  This  can  be  achieved,  m  part,  for 
example,  by  reconfigunng  payments  to  better  recognize  seventy  of  illness.  CMS  also  is 
considenng  ways  to  unprove  patient  safety  and  the  Medicare  payment  system  by 
addressmg  "never  events."  which  are  senous,  preventable  medical  errors. 

Public  disclosure  of  hospital  pncmg  and  quality  data  also  has  the  potential  to  spur  quality 
improvements  at  all  hospitals.  Quality  and  cost  information  is  mcreasmgly  available  and 
bemg  used  by  patients  to  create  a  health  care  system  that  is  more  transparent.  We  hope 
that  this  will  eventually  provide  every  patient  with  an  oppoituraty  to  get  a  clear  idea  of 
the  quality  of  providers  and  the  pnce  of  treatment  options  available  to  them  and  will  help 
them  to  make  an  mfonned  choice  about  theu:  own  health  care.  And  people  may  find 
more  opportumties  to  save  when  they  use  such  information  effecuvely 

In  addition  to  promotmg  quality  at  all  hospitals  and  improvmg  the  accuracy  of 
Medicare's  payment  systems,  CMS  has  responded  to  questions  raised  by  Congress 
regarding  physician-owned  specialty  hospitals.  Last  year,  CMS  completed  a  study  on 
referral  patterns  and  quality  m  physician-owned  specialty  hospitals,  finding  that  certam 
specialty  hospitals  delivered  high  quality  care  that  was  as  good  as  or  better  than  their 
competitor  hospitals.  CMS  also  implemented  a  moratonum  for  new  specialty  hospitals 
mcluded  m  the  Medicare  Modernization  Act  (MMA).  This  moratonum  began  on 
Etecember  8, 2003  and  ended  on  June  8, 2005  Dunng  that  penod  of  tune,  new 
physician-owned  specialty  hospitals  (excluding  those  physician-owned  specialty 
hospitals  that  were  found  to  be  "underdevelopment''  as  of  November  18, 2003)  were 
unable  to  take  advantage  of  the  "whole  hospital  exception"  of  the  physician  self-referral 
statute.  In  other  words,  these  physician-owned  specialty  hospitals  were  prohibited  from 
billing  Medicare  for  services  fiunished  to  patients  referred  to  the  specialty  hospital  by  a 
physician-owner.  The  moratonum  did  not  prevent  such  hospitals  from  opening 
and  receivmg  a  Medicare  provider  number.  It  also  did  not  absolutely  prevent  the 
physician-owned  specialty  hospital  from  billing  Medicare  dunng  the  moratonum  for 
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services  funushed  to  patients  referred  to  the  specialty  hospital  by  non-owner  physicians. 
Following  this  moratonum,  CMS  went  even  fiiither,  suspending  the  enrollment  of  new 
specialty  hospitals,  while  reviewing  the  Agency*s  enrollment  procedures.  The  Deficit 
Reduction  Act  (DRA)  built  on  this  action,  contmumg  the  enrollment  suspension  until 
CMS  developed  a  strategic  and  implementing  plan  regarding  physician  mvestment  m 
specialty  hospitals. 

CMS'  On-Going  Quality  Assurance  Operations 

CMS  has  had  responsibility  for  ensurmg  the  quality  of  hospital  care  from  the  mception  of 
the  Medicare  program  m  1965  In  order  to  participate  m  the  Medicare  program,  all 
hospitals,  regardless  of  whether  they  are  general  or  specialized,  must  meet  the  Conditions 
of  Participation  (CoPs),  as  laid  out  m  regulation. 

These  mimmum  health  and  safety  standards  cover  a  broad  range  of  operational 
requirements  and  represent  the  foundation  for  unproving  quality  and  protectmg  the  health 
and  safety  of  Medicare  beneficianes.  Every  hospital  seekmg  a  Medicare  billing  number 
must  pass  an  m-depth  survey  to  demonstrate  that  it  meets  all  applicable  Conditions  of 
Participation. 

Hospitals  have  two  options  when  it  comes  to  the  survey  They  can  seek  accreditation 
from  an  approved  body  such  as  the  Jomt  Commission  on  Accreditation  of  Healthcare 
Organizations  (JCAHO),  or  they  may  apply  directly  to  CMS  for  a  review  Reviews  for 
CMS  are  earned  out  by  mdividual  State  Survey  Agencies,  under  contract  with  CMS. 

Hospitals  choosmg  accreditation  through  accreditmg  organizations  must  undergo  on-site 
surveys  by  such  organizations  at  least  every  three  years  to  mamtam  their  accreditation. 
As  of  2006,  these  surveys  are  made  on  an  unannounced  basis.  Surveys  mclude 
evaluation  of  care  processes  throughout  tiie  hospital,  meetmgs  with  semor  management 
and  selected  caregivers,  a  review  of  medical  records  and  a  physical  mspection  of  the 
hospital  building. 
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The  surveys  ascertain  whether  a  provider/supplier  meets  applicable  requirements  for 
participation  m  the  Medicare  and/or  Medicaid  programs,  and  evaluate  the  hospital's 
performance  and  effectiveness  m  rendermg  safe  care  of  an  acceptable  quality  Each 
survey  also  exammes  a  provider's  efforts  to  prevent  environmental  hazards  due  to 
contagion,  fire,  contamination,  or  stmctural  design  and  maintenance  problems.  It  also 
ascertains  that  the  responsible  provider  officials  and  key  personnel  are  effectively  domg 
all  they  must  do  to  protect  health  and  safety 

If  the  hospital  is  surveyed  by  the  State  Survey  Agency  or  an  accreditmg  body  other  than 
JCAHO,  such  survey  organization  officially  recommends  its  findings  regarding  whether 
health  care  entities  meet  applicable  legal  and  regulatory  defimtions  and  requirements. 
Based  on  such  information,  CMS  then  makes  a  decision  as  to  mitial  certification  and 
issuance  of  a  provider  number.  Pursuant  to  statute,  JCAHO-accredited  hospitals  are 
automatically  deemed  to  be  m  compliance  with  CMS  standards. 

As  a  general  rule,  State  Survey  Agencies  and  accreditmg  bodies  do  not  have  Medicare 
determination-makmg  functions  or  authonties;  those  authonties  are  delegated  to  CMS* 
Regional  Offices.  However,  they  provide  the  crucial  evidence  relied  upon  by  the 
Regional  Offices  m  approvmg  healtii  care  entities  to  participate  m  the  Medicare  program. 

When  CMS  receives  a  credible  report  of  the  existence  of  potential  threats  to  the  health 
and  safety  of  patients,  the  Agency  authorizes  the  State  Survey  Agency  to  conduct  a 
complamt  mvestigation.  In  FY  2005,  for  example,  4,876  such  complamt  mvestigations 
were  conducted  by  State  Survey  Agencies  m  general  hospitals,  143  complamt 
mvestigations  were  conducted  m  Cntical  Access  Hospitals,  and  32  complamt 
mvestigations  were  conducted  m  specialty  hospitals.  CMS  encourages  anyone  with 
mfonnation  regarding  a  quality  concem  to  refer  the  matter  to  one  of  our  ten  Regional 
Offices  for  mvestigation. 

An  mstimtion  that  fails  to  comply  with  every  condition  cannot  participate  m  Medicare. 
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If  the  State  Survey  Agency  or  accrediting  body  discovers  deficiencies  in  a  hospital's 
operations,  it  prepares  a  certification  of  such  finding  for  the  CMS  Regional  Office  and 
sends  the  institution  a  "Statement  of  Deficiencies"  form.  Unless  an  immediate  jeopardy 
deficiency  is  found,  the  msUtution  is  given  10  calendar  days  m  which  to  respond  with  a 
Plan  of  Correction  for  each  cited  deficiency,  and  enters  this  response  on  tiie  form 
containmg  the  statement  of  deficiencies. 

If  the  institution  has  not  come  mto  compliance  with  all  Conditions  withm  the  tune  penod 
accepted  as  reasonable,  the  State  Survey  Agency  certifies  noncompliance, 
notwithstanding  a  Plan  of  Correction.  At  this  pomt,  CMS  may  begm  termination 
procedures  to  revoke  the  mstitution's  Medicare  billing  number.  If  an  immediate  jeopardy 
deficiency  is  found,  the  institution's  Medicare  agreement  is  teimmated  withm  23  days, 
unless  pnor  to  the  scheduled  termination  the  followmg  occurs:  the  immediate  jeopardy 
situation  IS  corrected,  the  CMS  Regional  Office  receives  an  acceptable  Plan  of  Correction 
from  the  institotion,  and  compliance  is  achieved  and  documented  through  onsite 
verification  dunng  a  full  survey  of  all  Medicare  Conditions  of  Participation. 

As  part  of  ongomg  quality  momtormg  activities  for  all  hospitals  that  treat  Medicare 
patients,  CMS  recently  found  sigmficant  quality  concerns  with  a  Portland  Oregon 
hospital,  and  has  placed  it  on  a  termination  track.  Termination  of  a  hospital's  enrollment 
m  Medicare  can  have  severe  adverse  unpacts  on  access  to  health  care  m  a  community,  as 
well  as  resultmg  m  loss  of  eiiq)loyment  for  hospital  staff.  Consequently,  hospitals 
usuaDy  undertake  sigmficant  responses  to  improve  quality  and  safety  when  these  st^s 
are  taken  by  CMS.  CMS'  first  emphasis  is  on  brmgmg  a  hospital  mto  conq)liance,  wife 
termination  occurrmg  when  that  proves  mipossible. 

CMS  Focuses  on  Improving  Quality  of  Care  at  All  Hospitals 

CMS  recognizes  the  potential  of  the  Medicare  payment  system  to  encourage  and  reward 
quality  care  m  the  hospital  settmg.  This  is  particularly  important,  as  it  provides  an 
opportumty  to  address  quality  concerns  proactively  Therefore,  CMS  has  worked  with  a 
number  of  key  stakeholders,  mcluding  hospital  representatives  and  consumer  groups. 
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through  the  Hospital  Quality  Alliance  to  develop  a  shared  national  strategy  for  improvmg 
the  quality  of  care  provided  at  all  hospitals,  including  physician-owned  specialty 
hospitals.  Since  2003,  CMS  has  supported  and  advanced  the  Hospital  Quality  Alliance, 
which  IS  an  unprecedented  public-pnvate  partnership  that  has  helped  develop  strategies 
that  improve  quality,  promote  health,  and  prevent  complications  and  duplicative  or 
unnecessary  services. 

The  Hospital  Quality  Imtiative  is  designed  to  stunulate  improvements  m  hospital  care  by 
standardizing  hospital  performance  measures  and  data  transmission  to  ensure  that  all 
payers,  hospitals,  and  oversight  and  accreditmg  entities  use  the  same  measures  when 
publicly  reportmg  on  hospital  performance.  Although  hospitals  are  not  mandated  to 
subimt  climcal  performance  data  to  CMS,  the  Medicare  Modernization  Act  (MMA)  gives 
CMS  the  authonty  to  pay  hospitals  the  ftill  market  basket  update  -  a  0.4  percentage  pomt 
differential  -  upon  submission  of  performance  data  for  a  "starter  set"  of  10  quality 
measures.  This  payment  adjustment  resulted  m  near-umversal  reportmg  of  the  measures. 

The  reportmg  requirements  were  further  expanded  through  the  Deficit  Reduction  Act 
(DRA)  to  mclude  the  reportmg  of  additional  measures  m  FY  2007  Failure  to  report  on 
this  expanded  set  of  measures  will  result,  effective  for  FY  2007,  m  a  reduction  of  2 
percentage  pomts  m  hospital  payment.  Importantly,  the  DRA  will,  for  the  first  time, 
allow  CMS,  begmnmg  m  FY  2008,  to  begin  to  adjust  payments  for  hospital  acquired 
infections.  Currently,  infections  acquired  m  any  hospital  can  tngger  higher  Medicare 
payments  because  these  cases  are  assigned  to  higher  paymg  diagnosis  related  groups. 
CMS  intends  to  use  this  new  provision,  as  well  as  a  growing  set  of  measures  related  to 
patient  satisfaction  and  outcomes,  to  ensure  that  our  payment  system  encourages  all 
hospitals  to  treat  patients  efficiently  and  effectively 

For  example,  two  quality  measures  endorsed  by  National  Quality  Forum  for  heart  failure 
patients  mclude  placmg  the  patient  on  blood  pressure  medications  and  beta  blocker 
therapy  Here  too,  these  therapies  have  been  shown  to  lead  to  better  health  outcomes  and 
reduce  preventable  complications.  Together,  diabetes  and  heart  failure  account  for  a 


106 


large  share  of  potentially  preventable  complications.  Measures  of  effectiveness  and 
safety  of  some  surgical  care  at  the  hospital  level  have  been  developed  through 
collaborative  programs  like  the  Surgical  Care  Improvement  Program  (SCIP),  which 
mchides  the  Amencan  College  of  Surgeons.  Preventmg  or  decreasmg  surgical 
con^>lications  can  result  m  a  decrease  m  avoidable  hospital  expenditures  and  use  of 
resources.  For  example,  use  of  antibiotic  prophylaxis  has  been  shown  to  have  a 
sigmficant  effect  m  reducmg  post-operative  complications  at  the  hospital  level.  This 
measure  is  well  developed  and  there  is  considerable  evidence  that  its  use  could  not  only 
result  m  better  health  but  also  avoid  unnecessary  costs.  Hiese  post-operative 
complication  measures,  which  are  m  use  m  our  Hospital  Quahty  hutiative,  are  bemg 
adapted  for  use  as  physician  quality  measures.  Application  of  this  type  of  post-operative 
complication  measure  at  the  physician  level  has  the  potential  to  help  avoid  unnecessary 
costs  as  well  as  unprove  quality 

Transparency  of  Quality  Data  Aids  Consumer  Choice 

The  data  from  the  "starter  set"  of  10  quahty  measures,  as  well  as  additional  voluntarily- 
r^orted  data  on  other  quality  measures  are  available  to  the  public  through  the  Hospital 
Con^mre  website  at  http://wwwiiospitaicompareiihs.gov  This  website  provides 
information  on  hospital  quality  of  care  for  consumers  to  use  to  select  a  hospital.  It  fiirtiier 
serves  to  encourage  consumers  to  discuss  the  quality  of  care  provided  with  their  doctors 
and  hospitals,  thereby  providing  an  additional  incentive  to  improve  the  quality  of  that 
care.  In  addition  to  the  Compare  website,  CMS  is  woikmg  on  ways  to  provide  even  more 
comparative  information  to  dnve  improvements  m  the  quality  of  care.  This  mcludes  the 
Hospital  CAHPS  (HCAHPS)  survey,  which  provides  a  standardized  instrument  and  data 
collection  methodology  for  measuring  patients'  perspectives  on  hospital  care. 

CMS  is  implementmg  a  number  of  demonstration  projects  aimed  at  encouragmg  quality 
care  and  designed  to  lay  the  groundwork  for  performance-based  payments  m  the  fijture. 
These  mclude  the  Physician  Group  Practice  Demonstration,  the  Prenuer  Hospital  Quality 
Incentive  Demonstration,  the  Healtii  Care  Quality  Demonstration,  and  the  Care 
Management  Performance  Demonstration.  Hiese  projects  are  helpmg  us  to  examine  our 
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current  systems  to  better  anticipate  patient  needs,  especially  for  those  with  chronic 
diseases,  and  explore  whether  mcentives  lead  to  better  results  ~  across-the-board 
improvements  m  quality,  fewer  complications,  and  reduced  costs. 

CMS  is  usmg  the  Premier  demonstration  as  a  pilot  test  of  the  effectiveness  of  quality 
mcentives  and  is  considermg  ways  to  apply  this  concept  to  additional  hospitals,  and  to 
other  types  of  providers.  The  Premier  Hospital  Quality  Incentive  Demonstration 
recognizes  and  provides  financial  rewards  to  hospitals  that  demonstrate  high  quality 
performance  m  a  number  of  areas  of  acute  care.  Under  the  demonstration,  top 
perfomimg  hospitals  will  receive  bonuses  based  on  their  performance  on  evidence-based 
quality  measures  for  Medicare  patients  with:  heart  attack,  heart  failure,  pneumoma, 
coronary  artery  bypass  graft,  and  hip  and  knee  replacements.  Poorly  performing 
hospitals  will  face  financial  penalties  m  the  thud  year.  More  than  255  hospitals  are 
participatmg  voluntarily  in  the  demonstration.  For  the  first  year  of  the  program,  hospitals 
received  mcentive  bonuses  totaling  $8.9  million.  The  first  year's  bonus  mcentive 
payments  ranged  from  $900  to  $847,000. 

CMS  also  IS  exammmg  the  concept  of  **value-based  purchasmg,"  which  may  use  a  range 
of  mcentives  to  achieve  identified  quality  and  efficiency  goals,  as  a  means  of  promotmg 
better  quality  of  care  and  more  efficient  resource  use  m  the  Medicare  payment  systems. 
In  considermg  the  concept  of  value-based  purchasmg,  CMS  is  woikmg  closely  with 
stakeholder  partners,  mcluding  health  professionals  and  providers.  In  addition,  CMS  is 
developmg  a  plan  to  implement  a  value-based  purchasmg  plan  beginmng  m  FY  2009  for 
Medicare  hospital  payments.  This  plan,  as  required  by  the  DRA,  will  address  issues 
regarding  quality  measures,  data  mfrastmcture,  mcentive  methodology,  and  public 
reportmg. 

CMS  Investigates  Ways  to  Prevent  Senoits  Medical  Errors 

In  a  March  2001  report,  **Crossmg  the  Quality  Chasm,"  an  Institute  of  Medicme  (lOM) 
committee  proposed  six  aims  for  improvmg  health  care  quality,  and  CMS  has  adopted  the 
SIX  aims  m  our  Quality  Improvement  Roadmap.  Safety  is  the  first  of  those  aims.  Very 
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simply,  care  that  is  intended  to  help  patients  should  never  injure  them.  Unfortunately, 
patients  all  too  often  suffer  injunes  caused  by  medical  errors.  Another  lOM  committee 
issued  the  landmark  "To  Err  Is  Human"  report  m  November  1999  That  report  found  that 
as  many  as  98,000  Amencans  die  each  year  as  a  result  of  medical  errors.  Both  r^rts 
recommended  a  systems  approach  to  quality  improvement,  called  for  a  nationwide 
mandatory  adverse  event  reportmg  system,  and  recommended  that  public  and  pnvate 
purchasers  use  mcentives  to  encourage  providers  to  inq)rove  patient  safety 

Durmg  the  six  years  smce  "To  Err  Is  Human"  was  released,  some  progress  has  been 
made  m  combatmg  medical  errors.  However,  our  progress  m  the  struggle  agamst 
medical  errors  has  been  slow  Medical  errors  continue  to  be  a  common  cause  of  death  m 
the  Umted  States,  and  we  certamly  have  not  met  the  lOM  report's  challenge  of  a  50 
percent  reduction  m  medical  errors  over  five  years.  A  number  of  obstacles  hinder 
improvement  m  patient  safety  Some  of  these  obstacles,  such  as  the  overall  complexity 
of  health  care,  may  not  be  readily  amenable  to  the  prormses  of  a  value-based  purchasmg 
program.  However,  value-based  purchasmg  may  help  overcome  other  obstacles, 
mcluding  the  lack  of  commitment  to  safety,  a  lack  of  safety  measures,  underreportmg  of 
errors  and  the  role  of  fear  m  undermimng  reportmg,  and  the  perverse  payment  mcentives 
that  may  result  from  paying  more  for  the  complications  caused  by  errors. 

Based  on  the  expenences  CMS  has  had  with  the  voluntary  reportmg  of  quality  measures, 
our  demonstration  programs  that  are  testmg  important  concepts  for  value-based 
purchasmg  programs,  and  our  new  authority  to  address  hospital  acquired  mfections,  CMS 
IS  considermg  ways  to  facilitate  even  greater  safety  and  improvement  m  the  Medicare 
payment  system  by  addressing  "never  events,"  which  are  senous,  preventable  medical 
errors,  such  as  medication  errors,  surgery  on  wrong  body  parts  or  mismatched  blood 
transfusions.  For  example,  m  2005, 84  wrong  site  surgenes  were  reported  to  JCAHO 
Hospital  payments  should  be  based  on  the  premise  of  supportmg  hi^er  quality  and 
efficiency  Paying  for  "never  events"  -  and  m  many  cases,  paymg  more  for  such  events  - 
IS  contrary  to  this  goal.  As  a  necessary  step  toward  encouragmg  better  care  and  lower 
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overall  heath  care  costs,  we  support  further  steps  such  as  eliminating  payments  for  "never 
events"  and  want  to  work  with  the  Congress  to  take  such  steps. 

CMS  Proposes  to  Level  the  Financial  Playing  Field  for  All  Hospitals 

In  addition  to  the  above  mentioned  long-range  plans  and  goals  for  improving  the  quality 
of  care  provided  at  all  hospitals,  CMS  also  has  taken  more  immediate  steps  designed  to 
improve  quality  and  tailor  its  payment  systems  to  more  accurately  reflect  the  cost  of  care. 
CMS  has  undertaken  a  number  of  activities  to  improve  the  quality  and  efficiency  of  care 
delivered  to  Medicare  beneficiaries,  but  also  recognizes  the  ability  of  Medicare  payment 
systems  to  promote  quality  and  more  accurately  reflect  the  costs  of  providing  services  to 
our  beneficiaries.  Currently,  there  are  several  different  fee-for-service  payment  systems 
under  Medicare  that  are  used  to  pay  health  professionals  and  other  providers  based  on  the 
number  and  complexity  of  services  provided  to  patients.  In  general,  all  providers  to 
which  a  specific  Medicare  payment  system  applies  receive  the  same  amount  for  a  service, 
regardless  of  its  quality  or  efficiency.  As  a  result.  Medicare  may  often  pay  more  to 
hospitals  that  deliver  care  that  is  not  of  the  highest  quality  or  include  unnecessary 
services. 

CMS  Developing  Refinements  for  Hospital  Inpatient  Sen'ices 

In  the  April  12,  2006  notice  of  proposed  rulemaking,  CMS  has  proposed  a  number  of 
regulatory  changes  that  would  lead  to  significantly  more  accurate  payments  for  acute  care 
furnished  to  hospital  inpatients,  with  a  particularly  important  impact  on  specialty 
hospitals.  Specifically,  one  proposal  would  restructure  the  diagnosis-related  groups 
(DRGs)  that  serve  as  the  basis  for  payment  to  reflect  a  patient's  actual  cost  of  care  more 
accurately.  These  reforms  also  further  CMS'  quality  goals,  as  more  accurate  payments 
may  encourage  better  care  for  patients.  Currently,  DRG  payments  are  set  to  reflect  the 
average  resource  use  of  treating  a  patient  with  a  particular  diagnosis.  In  general,  when 
hospital  costs  are  less  than  the  DRG  payment,  the  hospital  keeps  the  difference. 
However,  hospitals  absorb  the  loss  if  costs  are  more  than  the  DRG  payments. 
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CMS  is  moving  toward  the  most  significant  revision  of  the  DRG  payment  methodology 
since  its  introduction  in  the  1980s.  In  the  hospital  inpatient  prospective  payment  system 
(IPPS)  final  rule  for  FY  2006,  we  found  a  sound  analytical  basis  for  revising  nine 
cardiovascular  DRGs  that  account  for  nearly  700,000  cases  to  better  recognize  severity  in 
the  DRG  system.  Further  changes  as  recommended  by  Medicare  Payment  Advisory 
Commission  (MedPAC)  are  proposed  in  the  FY  2007  IPPS  proposed  mle.  In  that 
proposed  mle,  CMS'  analysis  suggests  that  the  current,  charge-based  weights  and  the 
current  DRG  classifications  result  in  notable  distortions  between  payments  and  the 
relative  cost  of  care.  The  proposed  rule  for  FY  2007  includes  two  major  types  of 
reforms.  First,  the  proposed  payment  changes  would  assign  weights  to  DRGs  based  on 
estimated  hospital  costs,  rather  than  reported  charges.  Second,  the  DRGs  would  be 
reconfigured  to  better  recognize  severity  of  the  illness.  These  changes  are  expected  to 
reduce  incentives  for  hospitals  to  "cherry  pick"  or  treat  only  the  most  profitable  patients, 
and  ensure  that  whether  services  were  furnished  in  a  specialty  hospital  or  a  community 
hospital,  the  payment  would  more  closely  reflect  the  costs  of  treating  the  patient,  in  light 
of  the  severity  of  illness.  This  would  eliminate  potential  financial  incentives  for  over- 
investment in  treating  less  complex  but  more  profitable  case,  which  often  reduce  the 
support  available  to  the  more  severely  ill  and  more  costly  patients. 

CMS  Developing  Revisions  to  Ambulatory  Surgical  Center  Payment  System 
In  its  2005  Report  to  Congress,  CMS  found  that  many  orthopedic  and  surgical  specialty 
hospitals  were  more  similar  to  ambulatory  surgical  centers  (ASCs)  than  to  acute  care 
hospitals.  Despite  the  similarity  in  the  care  provided,  difference  in  payments  for  the  same 
services  encourages  providers  to  enroll  what  are  essentially  ASCs  as  specialty  hospitals. 

To  address  this  problem,  CMS  is  developing  revisions  to  the  list  of  procedures  eligible 
for  payment  in  ASCs  to  include  most  surgical  procedures  performed  in  hospital 
outpatient  departments.  The  basic  stmcture  of  the  payment  rates  for  ASCs  has  not  been 
updated  since  1990  and  CMS  is  considering  revising  the  payment  methodology  in  ASCs 
to  align  more  closely  with  the  payment  rates  in  other  payment  systems  for  the  same 
procedures,  which  would  remove  much  of  the  incentive  for  physicians  and  other 
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investors  to  form  orthopedic  and  surgical  specialty  hospitals  in  order  to  take  advantage  of 
the  typically  higher  payments  under  the  inpatient  and  outpatient  hospital  prospective 
payment  systems. 

Both  the  expansion  to  the  list  of  procedures  eligible  for  payment  in  ASCs  and  the 
payment  revisions  are  expected  to  be  in  effect  by  January  1 , 2008.  When  implemented, 
Medicare  payments  to  ASCs  are  expected  to  better  reflect  the  resources  required  to 
perform  specific  surgical  procedures  and  to  be  similar  to  payments  under  other  payment 
systems. 

CMS  Clarifies  EMTALA  Responsibilities  in  Proposed  Rule 
Many  specialty  hospitals,  especially  orthopedic  and  surgical  hospitals,  do  not  have 
emergency  departments.  As  a  result,  there  has  been  some  confusion  regarding  whether 
these  facilities  are  required  under  the  Emergency  Medical  Treatment  and  Labor  Act 
(EMTALA)  to  accept  an  appropriate  transfer  of  an  individual  from  a  requesting  hospital. 
The  FY  2007  IPPS  proposed  rule  clarifies  that  all  hospitals  (including  specialty  hospitals) 
with  specialized  capabilities  must  accept,  within  the  capacity  of  the  hospital,  appropriate 
transfers  of  unstable  individuals  covered  by  EMTALA,  without  regard  to  whether  the 
hospital  has  an  emergency  department.  This  clarification  of  current  policy  may  result  in 
an  increase  in  the  number  of  specialty  hospitals  accepting  transfers  of  individuals  with 
emergency  conditions  on  nights  and  weekends.  This  clarification  was  recommended  by 
the  Secretary's  EMTALA  Technical  Advisory  Group.  The  community  hospital 
associations  have  supported  this  position.  Public  comments  on  the  proposed  rule  are  due 
by  June  12,2006. 

CMS  Examines  Process  for  Hospital  Participation  in  Medicare 

In  addition  refining  Medicare's  payment  systems  and  clarifying  emergency  requirements 
under  the  program,  CMS  is  more  closely  scmtinizing  whether  specialty  hospitals  meet 
the  definition  of  a  hospital.  Under  existing  law,  a  hospital,  for  Medicare  purposes,  must 
be,  among  other  requirements,  primarily  engaged  in  furnishing  services  to  inpatients. 
Although  CMS  has  not  promulgated  a  regulatory  definition  of  "primarily  engaged"  in 
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furnishing  services  to  inpatients,  we  have  studied  whether  specialty  hospitals  (and  other 
hospitals)  are  primarily  engaged  in  furnishing  services  to  inpatients.  Based  on  an 
analysis  of  inpatient  and  outpatient  claims  data  regarding  community  hospitals  and 
specialty  hospitals,  our  research  indicates  that  cardiac  specialty  hospitals  resemble  full- 
service  community  hospitals  in  many  ways.  Orthopedic  and  surgical  specialty  hospitals, 
which  typically  have  far  fewer  beds  than  cardiac  hospitals,  are  probably  no  less  engaged 
in  fumishing  care  to  hospital  inpatients  than  are  some  community  hospitals,  including 
some  small  mral  hospitals. 

We  have  not  yet  identified  any  quantitative  method,  such  as  percentage  of  services  or 
ratio  of  inpatient  to  outpatient  services,  which  could  gauge  whether  a  facility  is  primarily 
engaged  in  fumishing  services  to  inpatients  without  disqualifying  both  community 
hospitals  and  specialty  hospitals.  As  a  result,  CMS  does  not  currently  intend  to  define  by 
regulation  the  statutory  requirement  that  a  hospital  is  an  entity  that  is  "primarily  engaged" 
in  fumishing  services  to  hospital  inpatients  for  the  purpose  of  differentiating  speciahy 
hospitals  from  community  hospitals.  Instead,  CMS  will  continue  to  interpret  "primarily 
engaged"  on  a  case-by-case  basis  as  it  continues  to  explore  other  options  for  addressing 
this  issue.  For  example,  CMS  recently  denied  a  provider  agreement  to  an  entity  that 
intended  to  create  an  emergency  department  with  25  bays  and  an  inpatient  area  with  two 
beds.  In  addition,  CMS  terminated  the  provider  agreement  of  an  Arizona  hospital 
following  an  action  by  the  State  prohibiting  any  inpatient  stays  at  the  hospital. 

CMS  Enforces  Payment  Restrictions  for  New  Specialty  Hospitals 
The  MMA's  18-month  "specialty  hospital  moratorium"  prohibited  physicians  from 
referring  Medicare  patients  to  specialty  hospitals  in  which  the  physicians  had  an 
ownership  interest.  In  addition,  the  moratorium  prohibited  specialty  hospitals  from 
billing,  and  Medicare  from  paying,  for  inpatient  and  outpatient  hospital  services  that  were 
furnished  as  a  result  of  a  physician  owner's  referral.  The  moratorium  did  not  apply  to 
physician  owner's  referrals  to  (and  claims  billing  by)  specialty  hospitals  that  the 
Secretary  determined  were  in  operation,  or  "underdevelopment,"  as  of  November  18, 
2003.  However,  the  MM  A  prohibited  these  hospitals  from  increasing  the  number  of 
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physician  investors  or  the  number  of  beds,  or  changing  the  type  of  specialty  services 
provided  by  the  hospital.  Recently,  CMS  identified  two  hospitals  that  billed  Medicare  for 
services  in  violation  of  the  specialty  hospital  restrictions  imposed  under  the  MMA 
moratorium.  We  have  initiated  procedures  to  recover  improper  Medicare  payments  made 
to  these  hospitals. 

To  obtain  a  determination  regarding  whether  it  was  "underdevelopment,"  as  of 
November  18, 2003,  a  specialty  hospital  could  request  an  advisory  opinion  from  CMS 
using  the  procedures  already  set  forth  in  CMS's  physician  self-referral  regulations.  In 
processing  advisory  opinion  requests,  CMS  reviewed  financial  and  other  information 
relating  to  the  requesting  specialty  hospital.  The  advisory  opinions  were  reviewed  by 
HHS's  Office  of  the  General  Counsel.  CMS  also  consulted,  where  necessary,  with  the 
Office  of  Inspector  General  (OIG)  and  the  Department  of  Justice. 

CMS  Suspends  Enrollment  of  Specialty  Hospitals 

Separate  from  the  moratorium  on  payments  to  new  specialty  hospitals,  CMS  temporarily 
suspended  the  processing  of  new  provider  applications  for  specialty  hospitals  in  order  to 
comprehensively  review  the  procedures  used  to  determine  if  these  hospitals  qualify  for 
participation  in  the  Medicare  program.  This  suspension,  which  was  continued  by  section 
5006  of  the  DRA,  does  not  apply  to  specialty  hospitals  that  already  had  provider 
agreements  or  those  specialty  hospitals  that  had  requested  an  Advisory  Opinion  from 
CMS  prior  to  June  8,2005. 

Currently,  the  Medicare  enrollment  application  does  not  contain  a  separate  category  for 
specialty  hospitals.  If,  based  on  the  continued  review  of  the  issues  identified  in  the  DRA, 
it  is  determined  that  requirements  specific  to  physician-owned  specialty  hospitals  are 
warranted,  CMS  would  be  prepared  to  change  the  enrollment  application  form  to  identify 
such  hospitals.  However,  the  enrollment  form  without  a  separate  category  for  specialty 
hospitals  may  be  a  potential  advantage  for  purposes  of  implementing  the  current 
suspension  of  enrollment  of  new  specialty  hospitals.  Any  entity  seeking  to  enroll  as  a 
hospital  does  not  have  the  opportunity  to  self-select  and  specify  that  it  is  not  a  specialty 
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hospital.  Therefore,  should  an  applicant  identify  itself  as  any  type  of  hospital,  the  fiscal 
intennediary  must  investigate  ftirther  as  to  whether  the  applicant  will  be  a  specialty 
hospital.  If  enrollment  requirements  specific  to  specialty  hospitals  were  implemented,  it 
may  be  necessary  for  CMS  to  provide  formal  guidance  as  to  what  constitutes  a  "specialty 
hospital." 

In  contrast  to  the  current  suspension  on  enrollment  of  new  specialty  hospitals,  the 
moratorium  on  physician  referrals  to  specialty  hospitals  imposed  under  the  MMA  did  not 
restrict  specialty  hospitals  from  obtaining  a  provider  agreement,  or  from  billing  Medicare 
for  services  furnished  to  patients  referred  by  physicians  who  did  not  have  an  ownership 
interest  in  the  specialty  hospital. 

CMS  Begins  Development  of  Strategic  Plan  Regarding  Physician  Investment  in  Specialty 
Hospitals 

In  connection  with  the  recently  released  Secretary's  Interim  Report  to  Congress,  CMS 
sent  a  survey  to  approximately  130  specialty  hospitals  and  270  general  acute  care 
hospitals  seeking  information  about  physician  investment  interests  and  provision  of  care 
to  low  income  and  charity  patients.  The  information  gained  from  the  survey  will  be  used 
to  develop  the  final  report  and  the  Strategic  Plan  that  will  be  released  later  this  year. 

The  survey  is  designed  to  provide  comprehensive  information  on  how  physician 
investment  arrangements  are  structured.  For  example,  the  survey  asks  hospitals  to 
identify  their  physician  investors,  the  returns  on  their  investments,  whether  the  physicians 
have  stop  losses  or  other  types  of  limitations  on  liability  available  to  them,  whether  the 
physicians  received  a  loan  from  the  hospital  to  purchase  their  investment  interest,  and 
whether  the  physicians  have  or  have  had  a  compensation  arrangement  (such  as  a 
management  contract)  with  the  hospital  or  an  entity  related  to  the  hospital. 

CMS  also  anticipates  that  this  survey  will  provide  much  more  information  about  the 
provision  of  charity  care  and  care  to  Medicaid  patients  by  specialty  hospitals  and  their 
general  acute  care  hospital  competitors  than  has  previously  been  obtained.  That  is,  the 
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survey  also  asks  questions  about  the  hospital's  number  of  Medicaid  patient  discharges,  its 
revenue  from  Medicaid  patients,  and  the  amount  of  charity  care  it  provides. 

To  ensure  a  high  quality  survey,  we  sought  and  received  input  from  the  American 
Surgical  Hospital  Association,  National  Surgical  Hospitals  Incorporated,  the  MedCath 
Corporation,  the  Federation  of  American  Hospitals  and  the  American  Hospital 
Association.  Because  CMS  would  not  want  to  make  recommendations  to  Congress 
without  thorough,  timely  information,  all  of  these  hospital  organizations  have  committed 
to  contacting  their  member  hospitals  to  encourage  their  participation  in  the  survey. 

CMS  Supports  Enforcement  against  Improper  Investment  Activities 
In  addition  to  developing  factual  information  about  investments  in  specialty  hospitals, 
CMS  is  very  interested  in  public  comment  on  how  best  to  support  enforcement  against 
inappropriate  investment,  which  is  an  issue  that  is  different  from  our  usual  mandate  and 
capacities  to  promote  quality  care  and  to  pay  appropriately  for  care  provided  to  our 
beneficiaries.  In  conjunction  with  the  hospital  survey,  we  also  are  assessing  how  we  can 
best  promote  the  availability  of  accurate  and  relevant  information  on  physician 
investments  in  hospitals.  In  addition,  we  are  continuing  to  assess  the  extent  to  which 
relevant  State  and  other  Federal  agencies  have  jurisdiction  over  issues  related  to  whether 
investments  are  bona  fide  and  result  in  "appropriate"  return  on  investment. 

CMS  has  program  responsibility  for  the  physician  self-referral  statute  under  section  1877 
of  the  Social  Security  Act.  The  HHS  Office  of  Inspector  General  (OIG)  has  authority  to 
impose  civil  monetary  penalties  for  knowing  violations  of  section  1877.  The  statute's 
"whole  hospital  exception"  permits  a  physician  to  refer  a  patient  to  a  hospital  in  which 
the  physician  has  an  investment  or  ownership  interest,  so  long  as  the  investment  is  in  the 
whole  hospital,  and  not  just  the  department  or  subdivision  of  the  hospital,  provided  that 
certain  other  conditions  are  satisfied.  During  the  period  of  the  MM  A  speciahy  hospital 
moratorium,  the  exception  applied  only  if  the  physician's  ownership  interest  was  not  in  a 
specialty  hospital  as  defined  under  the  MMA.  Now  that  the  moratorium  has  expired,  the 
exception  applies  without  regard  to  whether  the  hospital  is  a  specialty  hospital  or  some 
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other  type  of  hospital.  Presently,  there  are  no  additional  restrictions  in  the  physician  self- 
referral  statute  and  regulations  with  respect  to  whether  a  physician's  investment  is 
"proportional"  or  "bona  fide." 

In  some  circumstances,  physician  investments  in  specialty  hospitals  may  implicate  the 
Federal  anti-kickback  statute,  a  criminal  law  enforced  by  the  Department  of  Justice 
(DOJ)  and  the  OIG.  If  we  uncover  evidence  of  possible  violations  of  the  anti-kickback 
statute,  or  evidence  of  potential  knowing  violations  of  the  physician  self-referral  statute, 
we  refer  those  cases  to  the  OIG  for  appropriate  action.  Importantly,  CMS  works 
collaboratively  with  the  OIG  and  DOJ  to  ensure  that  allegations  of  potential  fraud  and 
abuse,  whether  arising  in  the  context  of  specialty  hospitals  or  otherwise,  are  handled  in  an 
appropriate  manner,  using  the  full  range  of  tools  available  to  the  government. 

CMS  recognizes  that  there  are  different  opinions  regarding  physician-owned  specialty 
hospitals.  Physician-owned  specialty  hospitals  are  legal  under  the  existing  whole  hospital 
exception  to  the  physician  self-referral  law  and  elimination  of  the  exception  cannot  be 
done  administratively. 

Conclusion 

Mr.  Chairman,  thank  you  for  this  opportunity  to  discuss  CMS'  efforts  to  promote  quality 
care  in  all  hospitals.  Regardless  of  the  setting  of  care,  CMS  is  committed  to  improving 
the  quality  of  patient  care  and  to  increasing  the  efficiency  of  Medicare  spending.  CMS 
has  proposed  reforms  to  Medicare's  payment  systems  that  would  improve  quality,  while 
at  the  same  time  more  accurately  reflect  the  cost  of  providing  care.  In  addition, 
transparency  of  hospital  pricing  and  quality  data  will  help  to  allow  consumers  to  make 
more  informed  choices  on  where  they  receive  care,  furthering  our  quality  efforts  by 
promoting  competition.  CMS  also  is  considering  ways  to  further  patient  safety  and 
improve  the  Medicare  payment  system  by  addressing  "never  events."  CMS  looks 
forward  to  working  with  this  Committee  to  ensure  Medicare  and  Medicaid  beneficiaries 
continue  to  have  access  to  high  quality  care.  I  thank  the  Committee  for  its  time  and 
would  welcome  any  questions  you  may  have. 


117 


RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 
FROM  HON.  MARK  McCLELLAN 


ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  1: 

In  your  May  16,  2006  response  to  an  inquiry  by  Senator  Baucus  and  I,  you  noted  that  "CMS  is 
not  aware  of  any  physician-owned  specialty  hospitals  (other  than  Physicians  [sic]  Hospital)  that 
were  subject  to  the  MMA  moratorium  that  have  received  provider  agreements  during  the 
moratorium  without  requesting  an  advisory  opinion."  Accordingly,  please  provide  the  date  of 
Medicare  certification  for  the  following  facilities,  along  with  the  date  the  advisory  opinion  was 
requested  and  the  date  and  outcome  of  each  advisory  opinion  provided  to  the  hospitals  by  CMS: 

(1)  Irving  Coppell  Surgical  Hospital  -  Irving,  TX 

(2)  New  Albany  Surgical  Hospital  -  New  Albany,  OH 

(3)  Kansas  Spine  Hospital  -  Wichita,  KS 

(4)  Physicians'  Surgical  Hospital  at  Quail  Center  -  Amarillo,  TX 

(5)  Lubbock  Heart  Hospital  -  Lubbock,  TX 

(6)  Texans  Heart  Hospital  of  San  Antonio  -  San  Antonio,  TX 

(7)  Carson  Valley  Medical  Center  -  Gardnerville,  NV 

(8)  Wisconsin  Heart  Hospital,  LLC  -  Wauwatosa,  WI 

(9)  Providence  Hospital  -  Laredo,  TX 

(10)  Edgewood  Surgical  Hospital  -  Transfer,  PA 

(11)  Ouachita  Surgical  Hospital  -  West  Monroe,  LA 

(12)  Saint  Francis  Heart  (Tulsa)  -  Tulsa,  OK 

(13)  Nebraska  Orthopedic  Hospital  -  Omaha,  NE 

(14)  Medical  CenU-e  Surgical  Hospital  -  Fort  Worth,  TX 

( 1 5)  Trophy  Club  Medical  -  Trophy  Club,  TX 

(16)  Mountain  River  Birthing  &  Surgical  Center  -  Blackfoot,  ID 

(17)  Arizona  Orthopedic  Surgical  Hospital  -  Chandler,  AZ 

( 1 8)  Butler  County  Surgery  Center  -  Hamilton,  OH 

(19)  Neuromed  Center  Hospital  -  Baton  Rouge,  LA 

(20)  Southwest  Surgical  Hospital  -  Hurst,  TX 

(21)  University  Pointe  Surgical  Hospital  -  West  Chester,  OH 

(22)  Texas  Institute  for  Surgery  at  Presbyterian  -  Dallas,  TX 

(23)  Southlake  Specialty  Hospital  -  Southlake,  TX 

(24)  Lafayette  General  Surgical  Hospital  -  Lafayette,  LA 

(25)  Animas  Surgical  Hospital  -  Durango,  CO 

(26)  Fairway  Medical  Center  -  Covington,  LA 

(27)  Presbyterian  Piano  Center  for  Diagnostics  &  Surgery  -  Piano,  TX 

(28)  Indiana  Orthopedic  Hospital  -  Indianapolis,  IN 

(29)  Hospital  for  Special  Surgery  -  Oklahoma  City,  OK 
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(30)  North  Texas  Hospital  Rocky  Mountain  -  Denton,  TX 

(31)  Miracle  Mile  Medical  Center  -  Los  Angeles,  CA 

(32)  Pine  Creek  Medical  Center  -  Dallas,  TX 

(33)  Thousand  Oaks  Surgical  Hospital  -  Thousand  Oaks,  CA 

Answer: 

As  you  know,  the  moratorium  established  in  the  Medicare  Modernization  Act  (MMA)  did  not 
provide  a  basis  for  the  Centers  for  Medicare  &  Medicaid  Services  (CMS)  to  deny  provider 
agreements  to  physician-owned  specialty  hospitals.  The  moratorium,  which  was  effective  from 
December  8,  2003  through  June  8,  2005,  prohibited  billing  Medicare  for  designated  health 
services  (DHS),  such  as  hospital  inpatient  or  outpatient  services,  furnished  to  beneficiaries  who 
had  been  referred  to  the  hospital  by  physician  investors/owners.  The  moratorium  did  not  prevent 
hospitals  from  billing  Medicare  for  DHS  furnished  to  Medicare  beneficiaries  who  were  not 
referred  by  physician  investors/owners.  Further,  the  moratorium  did  not  prevent  physician- 
owned  specialty  hospitals  from  opening  and  receiving  a  Medicare  provider  agreement  during  the 
moratorium. 

It  is  also  important  to  note  that  the  statement  you  reference  in  your  question — that  "CMS  is  not 
aware  of  any  physician-owned  specialty  hospitals  (other  than  Physicians  Hospital)  that  were 
subject  to  the  MMA  moratorium  that  have  received  provider  agreements  during  the  moratorium 
without  requesting  an  advisory  opinion" — also  included  an  important  caveat,  i.e..  that  the 
statement  was  based  on  our  preliminary  analysis  only. 

As  indicated  in  our  eariier  response,  we  attempted  to  ascertain  whether  there  were  other  hospitals 
that  did  not  seek  an  advisory  opinion  that  were  in  fact  subject  to  the  MMA  moratorium.  We 
compiled  a  list  of  short  term  acute  care  hospitals  that  received  Medicare  provider  agreements  on 
or  after  November  17,  2003  and  which  had  a  bed  capacity  of  less  than  75  beds.  From  the 
resulting  list  of  78  hospitals,  we  disregarded  those  hospitals  that  had  requested  an  advisory 
opinion  or  of  which  we  were  already  aware,  as  well  as  those  few  hospitals  that  received  provider 
agreements  after  the  expiration  of  the  MMA  moratorium.  We  also  disregarded  hospitals  that 
received  their  provider  agreements  prior  to  April  1 ,  2004,  because  we  were  confident  that  any 
specialty  hospital  that  received  its  provider  agreement  prior  to  that  date  would  have  been  "under 
development"  as  of  November  1 8,  2003  and  thus  would  have  been  excepted  from  the  MMA 
moratorium. 

To  determine  preliminarily  whether  any  of  the  hospitals  identified  through  the  steps  noted  above 
were  pnmanly  engaged  m  the  care  and  treatment  of  patients  with  a  cardiac  or  orthopedic 
condition,  or  those  receiving  a  surgical  procedure,  we  conducted  a  review  of  inpatient  claims 
data.  That  is,  we  examined  MedPAR  data  to  capture  the  percentage  of  the  hospital's  total 
discharges  that  fell  within  MDC  5,  MDC  8,  and  the  type  of  DRG  within  the  MDC  (that  is, 
medical  or  surgical).  Consistent  with  our  earlier  actions  and  the  criteria  used  by  the  Medicare 
Payment  Advisory  Commission  (MedPAC)  and  the  Government  Accountability  Office  (GAO), 
we  established  a  threshold  whereby,  if  45  percent  or  more  of  the  hospital's  total  discharges  fell 
within  MDC  5  or  MDC  8,  or  45  percent  of  its  total  discharges  were  surgical  in  nature,  we 
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considered  the  hospital  to  be  a  specialty  hospital.  After  perlbrming  the  claims  analysis  we 
arrived  at  a  final  list  of  1 0  hospitals. 

In  April  2006,  we  sent  a  letter  to  each  of  the  10  hospitals,  requiring  information  concerning  the 
ownership  of  the  hospital  and  the  nature  of  the  services  performed.  Based  on  the  information  we 
received  in  response  to  the  letter,  we  determined  that  two  hospitals  were  likely  to  have  been 
under  development,  and  thus  excepted  firom  the  MMA  moratorium.  The  responses  also  indicated 
that  two  hospitals  did  not  have  physician-owners  and  two  hospitals  had  not  submitted  bills  to 
Medicare  for  the  period  during  the  moratorium.  Information  submitted  by  four  hospitals 
indicated  that  they  were  subject  to  the  MMA  moratorium.  Overpayment  notices  were  sent  in 
July  2006  to  the  four  hospitals,  demanding  repayment  of  approximately  $12.1  million  in  the 
aggregate.  Each  of  the  four  hospitals  submitted  rebuttal  statements  and  supporting 
documentation,  which  demonstrated  that  they  were  not  subject  to  the  MMA  moratorium  because 
each  hospital  was  "under  development"  as  of  November  1 8,  2003. 

As  requested,  please  find  attached  a  list  of  the  selected  hospitals,  including  the  date  of  Medicare 
certification,  the  date  the  advisory  opinion  was  requested  (if  applicable)  and  the  date  and 
outcome  of  each  advisory  opinion  provided  to  the  hospitals  by  CMS. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 

Question  2: 

In  addition  to  the  33  specialty  hospitals  listed  above,  it  appear  that  9  additional  specialty 
hospitals  opened  following  CMS's  administrative  ''suspension  on  enrollment"  of  new  specialty 
hospitals  announced  on  June  9,  2005.  Accordingly,  please  provide  the  date  of  Medicare 
certification  and  the  amount  of  money  Medicare  and  Medicaid  have  reimbursed  the  following 
specialty  hospitals  since  their  respective  certification  dates; 

(1 )  Greater  Baton  Rouge  Surgical  Hospital  -  Baton  Rouge,  LA 

(2)  Sierra  Surgery  &  Imaging  -  Carson  City,  N  V 

(3)  McBride  Clinic  Orthopedic  Hospital  -  Oklahoma  City,  OK 

(4)  Living  Hope  New  Boston  Medical  Center  -  New  Boston,  TX 

(5)  West  Texas  Hospital  -  Abilene,  TX 

(6)  Kingwood  Specialty  -  Kingwood,  TX 

(7)  Hospital  at  Westlake  Medical  Center  -  Austin,  TX 

(8)  Beaumont  Bone  &  Joint  Institute  -  Beaumont,  TX 

(9)  Surgical  Arts  Center  of  Clear  Lake,  Webster,  TX 

Answer: 

As  you  may  know,  the  administrative  suspension  on  processing  enrollment  applications  of 
specialty  hospitals  was  a  limited  mechanism  that  CMS  put  into  place  while  we  reviewed  our 
enrollment  procedures  concerning  specialty  hospitals.  Hospital  applicants  that  had  requested  an 
advisory  opinion  were  exempt  from  the  temporary  suspension. 

Further,  the  suspension  was  dependent  upon  projections  of  inpatient  cases  fi*om  hospital 
applicants.  More  specifically,  if  a  hospital  applicant  had  not  requested  an  advisory  opinion,  the 
fiscal  intermediary  would  ask  if  the  hospital  would  be  primarily  engaged  in  cardiac,  orthopedic, 
or  surgical  care.  If  the  applicant  stated  yes,  the  application  would  not  be  processed.  However,  if 
the  applicant  stated  that  it  would  not  be  primarily  engaged  in  cardiac,  orthopedic  or  surgical  care, 
then  a  model  letter  explaining  the  six  month  enrollment  suspension  was  mailed  to  the  hospital 
applicant.  This  letter  requested  that  the  applicant  submit  a  signed,  written  statement  containing  a 
projection,  based  upon  DRG/MDC  and  type  of  DRG  (medical/surgical),  for  all  inpatient  stays  in 
the  first  year  of  operation.  The  letter  also  noted  that  a  hospital  that  projected  45  percent  or  more 
cardiac,  or  orthopedic,  or  surgical  inpatient  cases  would  be  considered  a  specialty  hospital  for 
purposes  of  the  suspension.  Upon  receipt  of  the  signed  statement  from  the  applicant,  the  fiscal 
intermediary  would  review  the  projection.  If  the  applicant's  projections  indicated  that  fewer  than 
45  percent  of  inpatient  cases  would  fall  in  cardiac,  orthopedic,  or  surgical  care,  the  hospital 
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would  not  be  considered  a  specially  hospital  and  its  application  would  be  processed.  If  the 
projection  was  45  percent  or  greater,  the  application  would  be  suspended. 

As  requested,  please  find  attached  a  list  of  the  selected  hospitals,  including  the  date  of  Medicare 
certification,  and  the  amount  of  Medicare  payments  the  hospitals  have  received  since  their 
respective  certification  dates. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  3: 

In  your  testimony  you  noted  that  CMS  has  taken  enforcement  action  against  two  specialty 
hospitals  for  violating  the  Congressional  moratorium  outlined  in  Section  507  of  the  Medicare 
Prescription  Drug,  Improvement,  and  Modernization  Act  of  2003  (MMA).  The  first.  Physicians' 
Hospital  in  Portland,  Oregon  was  brought  to  your  attention  by  the  Senate  Finance  Committee, 
the  second,  Southlake  Specialty  Hospital  in  Southlake,  Texas,  was  brought  to  your  attention  after 
it  requested  an  advisory  opinion.  Absent  Congressional  investigation,  self-reporting,  or 
application  for  an  advisory  opinion,  what  pro-active  enforcement  efforts  does  CMS  plan  on 
conducting  following  evidence  that  facilities  may  have  violated  section  507  of  the  MMA? 

Answer: 

We  investigated  and  determined  that  two  hospitals  that  did  not  receive  advisory  opinions  were, 
in  fact,  specialty  hospitals,  and  were  subject  to  the  moratorium.  Based  on  information  one 
hospital  submitted  with  its  request  for  an  advisory  opinion,  we  determined  that  the  hospital 
increased  the  number  of  its  physician-investors  past  the  time  allowed  by  the  MMA.  We 
investigated  a  second  hospital  after  it  was  brought  to  our  attention  by  the  Senate  Finance 
Committee,  which  had  received  information  indicating  that  the  hospital  was  a  physician-owned 
specialty  hospital.  We  requested  and  received  information  from  the  hospital  that  indicated  that  it 
was  a  physician-owned  orthopedic  specialty  hospital  that  was  not  under  development  as  of 
November  18,  2003. 

We  also  attempted  to  ascertain  whether  there  were  other  hospitals  that  did  not  seek  an  advisory 
opinion  but  which,  in  fact,  were  specialty  hospitals  and  which  may  have  violated  the 
moratorium.  We  compiled  a  list  of  short  term  acute  care  hospitals  that  received  Medicare 
provider  agreements  on  or  after  November  17,  2003  and  which  had  a  bed  capacity  of  less  than  75 
beds.  From  the  resulting  list,  we  disregarded  hospitals  that  had  requested  an  advisory  opinion  or 
of  which  we  were  already  aware;  hospitals  that  received  their  provider  agreements  prior  to  April 
1 ,  2004  (because  they  would  have  been  "under  development"  as  of  November  1 8,  2003);  and 
hospitals  that  received  provider  agreements  after  the  expiration  of  the  MMA  moratorium. 

To  determine  if  any  of  the  hospitals  identified  were  primarily  engaged  in  the  care  and  treatment 
of  patients  with  a  cardiac  or  orthopedic  condition,  or  those  receiving  a  surgical  procedure,  we 
reviewed  inpatient  claims  data  to  capture  the  percentage  of  the  hospital's  total  discharges  that  fell 
within  MDC  5,  MDC  8,  and  the  type  of  DRG  within  the  MDC  (that  is,  medical  or  surgical). 
Consistent  with  our  eariier  actions,  we  established  a  threshold  whereby,  if  45  percent  or  more  of 
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the  hospital's  total  discharges  fell  within  MDC  5  or  MDC  8,  or  45  percent  of  its  total  discharges 
were  surgical  in  nature,  we  considered  the  hospital  to  be  a  specialty  hospital. 

In  April  2006,  CMS  sent  a  letter  to  each  of  the  10  hospitals  identified  through  the  steps  noted 
above,  requiring  information  concerning  the  ownership  of  the  hospital  and  the  nature  of  the 
services  performed.  Based  on  the  information  we  received  in  response  to  the  letter,  we 
determined  that  two  hospitals  were  likely  to  have  been  under  development,  and  thus  excepted 
from  the  MMA  moratorium;  two  hospitals  did  not  have  physician-owners;  and  two  hospitals  had 
not  submitted  bills  to  Medicare  for  the  period  during  the  moratorium.  Information  submitted  by 
four  hospitals  indicated  that  they  were  subject  to  the  MMA  moratorium.  Overpayment  notices 
were  sent  in  July  2006  to  the  four  hospitals,  demanding  repayment  of  approximately  $12.1 
million  in  the  aggregate.  Each  of  the  four  hospitals  submitted  rebuttal  statements  and  supporting 
documentation,  which  demonstrated  that  they  were  not  subject  to  the  MMA  moratorium  because 
each  hospital  was  "under  development"  as  of  November  18,  2003. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  4: 

On  May  9,  2006,  CMS  issued  an  interim  report  on  specialty  hospitals  as  required  by  the  Deficit 
Reduction  Act  of  2005  (DRA).  In  the  interim  report  CMS  addresses  the  issue  of  EMTALA 
obligations  and  the  impact  their  relationship  to  specialty  hospitals.  CMS  states  that  in  the 
proposed  Inpatient  Prospective  Payment  System  (IPPS)  rule,  which  was  recently  released, 
includes  a  provision  that  would  require  all  hospitals  (including  specialty  hospitals)  with 
specialized  capabilities,  to  accept  appropriate  transfers  of  unstable  patients  covered  under 
EMTALA,  without  regard  to  whether  the  hospital  has  an  emergency  department.  Given  that  this 
change  in  the  IPPS  rule  would  allow  transfers  of  unstable  patients  to  facilities  absent  an 
emergency  department,  could  you  please  elaborate  on  what  qualifies  as  "specialized  capabilities" 
under  CMS's  new  IPPS  rule?  Further,  would  specialty  hospitals  and  other  facilities  with 
"specialized  capabilities"  be  required  to  remain  open  or  on  call  24  hours  a  day  7  days  a  week? 

Answer: 

The  EMTALA  statute  outlines  the  obligation  of  hospitals  to  receive  appropriate  transfers  from 
other  hospitals.  Section  1867(g)  of  the  Social  Security  Act  states  that  a  participating  hospital  that 
has  specialized  capabilities  or  facilities  (such  as  bum  units,  shock-trauma  units,  neonatal 
intensive  care  units  or  (with  respect  to  rural  areas)  regional  referral  centers  as  identified  by  the 
Secretary  in  regulation)  shall  not  refiise  to  accept  an  appropriate  transfer  of  an  individual  who 
requires  these  specialized  capabilities  or  facilities  if  the  hospital  has  the  capacity  to  treat  the 
individual. 

We  recognize  that  this  list  is  not  exhaustive  and  would  include  physician-owned  limited  service 
facilities  with  specialized  capabilities.  We  also  would  note  that  the  EMTALA  Technical 
Advisory  Group  (TAG)  is  currently  considering  whether  the  definition  of  "specialized 
capabilities"  should  be  fiirther  revised.  However,  no  expansion  of  the  list  of  specialized  facilities 
or  capabilities  was  specifically  proposed  in  the  proposed  mle  published  on  April  25,  2006.  In 
view  of  this  fact  and  in  consideration  of  the  fact  that  the  EMTALA  TAG  may  make 
recorrmiendations  relating  to  this  issue,  we  have  decided  not  to  make  any  fiirther  revision  to  the 
list  of  examples  noted  above.  However,  we  will  consider  carefully  any  recommendations  made 
by  the  EMTALA  TAG  on  the  issue  and  may  propose  changes  in  the  ftiture. 

We  note  that  this  revision  does  not  reflect  a  change  in  current  CMS  policy.  We  further  note  that 
the  revision  will  not  require  hospitals  without  dedicated  emergency  departments  to  open 
dedicated  emergency  departments  nor  will  it  impose  any  EMTALA  obligation  on  these  hospitals 
with  respect  to  individuals  who  come  to  the  hospital  as  their  initial  point  of  entry  into  the 
medical  system  seeking  a  medical  screening  examination  or  treatment  for  a  medical  condition. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  5: 

The  final  "strategic  and  implementing  plan"  regarding  specialty  hospitals  is  due  from  CMS  to 
Congress  in  less  than  three  months.  In  your  testimony,  as  well  as  in  private  conversations,  you 
have  made  a  personal  commitment  to  me  that  the  final  strategic  and  implementing  plan  will 
include  meaningful  disclosure  requirements,  in  addition  to  regulations  aimed  at  ensuring  bona 
fide  investments,  and  true  enforcement  efforts  by  CMS  to  curb  shady  backdoor  deals.  I  expect 
that  you  will  stay  true  to  your  word  and  produce  a  final  plan  implementing  real  reforms  and  not 
issue  just  another  report.  Following  the  hearing  1  remain  concerned  regarding  a  statement  in  the 
interim  report  that  restricts  the  Office  of  the  Inspector  General  (OIG)  to  a  consulting  role.  More 
specifically,  the  report  states  that  the  OIG  cannot  play  a  direct  role  in  developing  the  plan,  but 
will  be  available  to  CMS  for  consultation.  Could  you  please  explain  the  consulting  role  that  the 
OIG  is  playing  in  developing  the  strategic  and  implementing  plan? 

Answer: 

Because  of  the  protections  Congress  provided  to  the  Department  of  Health  and  Human  Services' 
(HHS)  Office  of  the  Inspector  General  (OIG),  which  insulate  it  from  developing  or  administering 
the  programs  that  it  is  asked  to  review,  CMS  assumed  responsibility  for  developing  the  Strategic 
Plan.  However,  we  recognized  the  HHS  OIG's  important  role  related  to  enforcement  issues, 
especially  with  regard  to  physician  self-referral  and  anti-kickback  issues,  and  consulted  with  the 
HHS  OIG  on  those  issues.  More  specifically,  since  the  civil  monetary  penalty  and  exclusion 
provisions  for  knowing  violations  of  the  physician  self-referral  statute  are  administered  by  the 
HHS  OIG,  we  worked  closely  with  the  HHS  OIG  on  the  enforcement  elements  of  the  Strategic 
Plan. 

Further,  within  the  Strategic  Plan  itself,  CMS  reasserted  its  continued  commitment  to  work 
closely  with  the  HHS  OIG.  More  specifically,  consistent  with  current  practice,  the  Plan 
reiterates  our  continuing  commitment  to  refer  to  the  HHS  OIG  credible  allegations  of  a  knowing 
violation  of  the  physician  self-referral  statute  (including,  but  not  limited  to,  one  involving 
disproportionate  returns  or  non-bona  fide  investment)  and  of  improper  referral  payments  for 
potential  investigation  under  the  Federal  anti-kickback  statute.  CMS  also  continues  to  work  with 
the  HHS  OIG  and  other  law  enforcement  agencies  to  support  the  investigation  and  prosecution  of 
fraud  and  abuse  cases,  including  without  limitation,  cases  involving  violations  of  the  physician 
self-referral  statute  and  the  False  Claims  Act. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  6: 

The  interim  report  noted  that  CMS  currently  did  not  have  enough  information  on  physician 
investment  interests  and  provision  of  care  to  low  income  and  charity  patients.  Accordingly, 
CMS  sent  a  survey  to  1 30  specialty  hospitals  and  270  general  acute  care  hospitals.  Please 
provide  a  list  of  the  1 30  specialty  hospitals  that  received  the  survey  along  with  a  list  of  the  270 
general  acute  care  hospitals  that  also  received  the  survey.  Additionally,  please  provide  a  detailed 
response  as  to  how  CMS  selected  the  relevant  sample  of  hospitals. 

Answer: 

In  the  Interim  Report,  we  stated  that  it  was  necessary  to  secure  additional  information  on  each 
component  of  the  Strategic  Plan  based  upon  the  analysis  of  information  available  to  CMS  at  the 
time.  We  explored  possible  ways  to  obtain  this  information,  including  the  development  of  a 
survey  to  supplement  the  data  we  already  had.  Our  goal  in  collecting  and  analyzing  data  was  to 
bring  transparency  to  the  investments  of  physician-owners  in  specialty  hospitals  and  to  present  a 
picture  of  the  Medicaid  population  served  by,  and  the  charity  care  practices  of,  specialty 
hospitals  within  the  context  of  their  primary  competitors — community  hospitals. 

CMS  sent  a  survey  to  all  130  specialty  hospitals  that  met  our  definition  of  a  specialty  hospital. 
To  identify  these  hospitals,  we  began  with  the  universe  of  76  specialty  hospitals  identified  in  the 
HHS  MMA  Study.  The  HHS  study  defined  physician-owned  specialty  hospitals  using,  in  part, 
MedPAC's  criteria  from  its  March  2005  MMA  Study.  MedPAC's  requirements  in  turn  were  that 
at  least  45  percent  of  the  hospital's  Medicare  cases  be  cardiac,  orthopedic,  or  surgical  in  nature, 
or  that  at  least  66  percent  of  the  hospital's  Medicare  case.s  be  in  two  major  diagnostic  categories 
(MDCs),  with  the  primary  one  being  cardiac  or  orthopedic,  or  the  primary  type  of  cases  within 
an  MDC  being  surgical.  Hospitals  must  have  had  a  minimum  volume  of  at  least  25  total 
Medicare  cases  during  2002  and  submitted  Medicare  cost  reports  and  claims  for  2002.  HHS,  in 
its  study  required  under  section  507  of  the  MMA,  placed  one  additional  requirement  that  cardiac 
and  orthopedic  hospitals  must  have  performed  at  least  five  major  procedures. 

Building  upon  the  number  of  specialty  hospitals  identified  in  the  HHS  MMA  Study,  we  added 
the  49  specialty  hospitals  that  had  requested  an  advisory  opinion.  These  facilities  were  added 
because  they  projected  that  they  would  be  primarily  engaged  in  the  care  and  treatment  of  patients 
with  a  cardiac  or  orthopedic  condition,  or  patients  receiving  a  surgical  procedure.  The  hospitals 
that  had  requested  an  advisory  opinion  did  not  have  to  meet  any  case  volume  criteria  and  did  not 
have  to  meet  the  requirement  of  having  filed  a  cost  report.  We  also  identified  other  hospitals  as 
specialty  hospitals  based  on  Medicare  claims  data. 
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I     The  survey  was  also  sent  to  320  competitor  general  acute  care  hospitals.  In  order  to  identify 
I     which  acute  care  hospitals  were  competitors  of  specialty  hospitals,  we  first  identified  the  markets 
I     in  which  specialty  hospitals  are  located.  We  identified  the  health  referral  regions  (HRR)  in 
I     which  each  of  the  cardiac  specialty  hospitals  are  located,  by  using  the  Dartmouth  Atlas  for 

Healthcare.  Researchers  at  the  Dartmouth  Atlas  Project  (DAP)  defined  HRRs  as  health  care 
j     markets  for  tertiary  medical  care  where  there  was  at  least  one  hospital  that  performed  major 
!     cardiovascular  procedures  and  neurosurgery.  We  also  identified  the  hospital  service  areas 
I     (HSAs)  in  which  each  of  the  orthopedic  and  surgical  hospitals  are  located.  As  designated  by 
'     researchers  at  DAP,  HSAs  represent  local  health  care  markets  for  hospital  care.  DAP  defined 
!     HSAs  by  assigning  zip  codes  to  the  hospital  areas  where  the  greatest  proportion  of  their 
I     Medicare  residents  were  hospitalized.  We  then  identified  competitor  acute  care  hospitals  for 

each  of  the  HRRs  and  HSAs  in  w  hich  specialty  hospitals  are  located  by  employing  the  same 

criteria  used  by  the  GAO  in  its  report  Operational  and  Clinical  Changes  Largely  Unaffected  by 
j     Presence  of  Competing  Specialty  Hospitals,  GAO  Report,  GAO-06-520R,  (April  2006).  For 

purposes  of  that  report,  GAO  identified  those  general  hospitals  in  regional  health  care  markets 

with  a  specialty  hospital  that  opened  since  the  start  of  1998. 

Please  see  the  attached  list  of  130  specialty  hospitals  and  320  competitor  general  acute  care 
hospitals  that  received  the  survey,  as  well  as  the  list  of  140  hospitals  that  responded  to  the 
survey. 
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Survey  Respondents 


PROVIDER! 

NUMBER 

NAME 

CITY 

STATEJ 

ZIP  CODE 

SPECIALTY  HOSPITALS  i 

Cardiac 

03-0100 

MedCath  of  Tucson.  LLC 

Tucson 



AZ 

"85704 

'  03-0102 

Arizona  Heart  Hospital.  LLC                                                          j  Phoenix 

"az 

85006 

04-0134 

iMedCath  of  Lmie  Rock,  LLC 

Little  Rock 

AR 

72118 

05-0724 

"iHeart  Hospital  of  BK 

Bakersfteld 

CA 

93308 

19-0250 

Louisiana  Hean  Hospital,  LLC 

LaCombe 

LA 

70445 

19-0263 

Heart  Hospital  of  Lafayette.  LLC 

Lafayette 

LA 

70508 

32-0083' 

Heart  Hospital  of  New  Mexico.  LLC 

Albuqueque 

NM 

87102 

37-0218 

Tulsa  Heart  Hospital  of  Saint  Francis.LLC 

Tulsa 

OK 

74133 

43-0095 

Heart  Hospital  of  South  Dakota.  LLC 

Sioux  Fails 

SD 

57108 

45-0824 

Heart  Hospital  IV.  LP 

Austin 

TX 

78756 

45-0876 

Lubtxx;k  Heart  Hospital,  LP 

Lubbock 

TX 

79416 

52-0199 

The  Wisconsin  Heart  Hospital  jWauwatosa 

Wl 

53226 

Orthopedic 

03-0107 

Arizona  Spine  and  Joint  Hospital,  LLC 

Mesa 

AZ 

85206 

15-0160 

Indiana  Orthopaedic  Hospital.  LLC 

Indianapolis 

IN 

"  46278 

17-0195 

Heartland  Surgical  Specialty  Hospital,  LLC 

Overland  Park 

KS 

66211 

28-0127 

Lincoln  Surgery  Center  LLC 

Lincoln 

NE 

68506 

28-01 29 

Nebraska  Orthopaedic  Hospital.  LLC 

Omaha 

NE 

68144 

34-0049 

North  Carolina  Specialty  Hospital.  LLC 

Durham 

^-NC 

27701 

36-0263 

West  Central  Ohio  Group,  LTD 

Lima 

OH 

45804 

36-0266 

New  Albany  Surgical  Hospital.  LLC 

New  Albany 

OH 

43054 

"37-0210" 

Orthopedic  Hospital  of  Oklahoma 

Oklahoma  City 

OK 

73109 

43-0091 

i  Black  Hills  Surgery  Center.  LLP 

Rapid  City 

SD 

57703 

45-0780 

jf^flethodist  Healthcare  System  of  San  Antonio,  Ltd  ,  L  L  P 

San  Antonio 

TX  ' 

78240 

45-0804 

Orthopedic  Hospital,  Ltd 

Houston 

TX 

77030 

45-0845 

El  Paso  Specialty  Hospital 

El  Paso 

TX 

79902 

45-0856 

Orthopedic  &  Spine  Surgical  Hospital  of  South  Texas,  LP 

San  Antonio 

TX 

78258" 

45-0864" 

Texas  Spine  &  Joint  Hospital,  LTD 

fx 

75701"" 

46-0054 

Cache  Vallef  Specialty  Hospital,  L  LC~  ~ 

North  Logan 

UT  ! 

'84341 

52-0194 

jOrfhopaedic  Hospital  ot  Wisconsin,  LLC  iGlendale 

Wl 

- 

53212 

Surgical 

04-0145 

i  Surgical  Hospital  of  Jonoboro,  LLC 

Jonesboro 

AR 

72401 

05-0697 

James  D  Tate/  Patients  s  Hospital  of  Redding 

Redding 

CA 

96001 

05-0708 

Fresno  Surgery  Center,  LP 

Fresno 

CA 

93710 

__05j;07'49 

Thousand  Oaks  Surgical  Hospital.  Ip 

Thousand  Oaks 

CA  " 

- 

91361 

13-0063 

Treasure  Valley  Hospital 

Boise 

ID  " 

83704 

17-0190 

Manhattan  Surgical  Hospital  LLC 

Manhattan 

KS 

66502 

"J7-019V 

i Surgical  and  Diagnostic  Center  of  Great  Bend.  LLC                               (Great  Bend 

KS 

67530 

17-0193' 

Emporia  Surgical  Hospital,  LLC  jEmpora 

KS 

- 

66801 

17-0194 

;  Doctors  Hospital.  LLC 

Shawnee  Mission 

KS 

66211 

19-0246 

[P&S  Surgery  Center,  LLC 

Monroe 

LA 

71201 

19-0251 

SSH  Manag«Tient,  LLC                                                               j  Baton  Rouge 

LA 

70810 

19-0266 

N  M  C  Operating  Company  LLC 

Baton  Rouge 

LA 

70610 

23-0264 

j  Southeast  Michigan  Surgical  Hopsital,  LLC 

Warren 

MI 

48091 

27-0087 

HealthCenter  Northwest  LLC  ' 

Kalispel!  ' 

MT 

59901 

"  29-0051" 

Sierra  Surgery  &  Imaging.  LLC 

Carson  City 

NV 

89703 

36-0261 

Three  Gables  Surgery  Center,  LLC 

Proctorville 

"  0H~ 

45669 

36-0269 

Prexus  Health  Partners                                                             i Hamilton 

OH 

45011" 

37-0212 

; Oklahoma  Center  for  Orthopaedic  and  Multi-Specialty  Surgery,  LLC 

Oklahoma  City 

OK 

73139 

43-0090 
43-0096 

Sjoux  Falisjiurgicat  Center,  LLP                                                     1  Sioux  Falls 
Lewis  and  Clark  Specialty  Hospital.  LLC                                            !  Yankton 

SD 

57l"05 
57d"78 

45-0422 

MSH_Partners  LLP                                                                     :  Dallas 

TX 

75204 

"45-O834" 

^Brazos  Valley  Physicians  Org  -MSO.LLC                                           \  Bryan 

TX 

77802 

45-_0860 

Sugar  Land  Surgical  Hospital 

Sugar  Land 

TX 

77478 

"  4"5-0872" 

USMD  Hospital  al  Arlington,  L  P                                                     '  iArlington 

TX  "T 

'76017 
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Survey  Respondents 


PROVIDER 
NUMBER 

NAME 

'■  ■  ! 

I  CITY 

 ^ 

STATE 

ZIP  CODE 

450874' 

Irving  Coppell  Surgical  Hospital.  LLP 

I  Irving 

TxT] 

75063 

45-0878  ' 

Heart  Hospital  o(  San  Antonio.  LP 

ISan  Antonio 



TX 

78201 

45-0879 

Providence  Hosprtai.  L  P 

TX 

78041 

45-0880  j?or1  Worth  Surgicare  Partners  LtD 

' '  jFortWortTT 





"  TX 

76104 

45-0883  trrophy  Club  Medical  Center,  LP 

1  Trophy  Club 

TX 

76262 

"  45-0886 

S  W  S  C  -  Hurst.  L  P 

]  Hurst 

TX 

76054 

45-0889 

Texas  Institute  lor  Surgery,  LLP   

TX 

75231 

45-0891 

Physicians  Medical  Center.  LLP 

'  '"^Plano 

TX 

75093 

45-0893'" 

Rocky  Mountain  Medical  Center  L  P 

Denton 

TX 

76208 

52-0196 

Oak  Leaf  Surgical  Hospital.  LLC 

jEau  Claire 

Wl 

54701 

67-0005 

Kingwood  Specialty  Hospital 

1  Kingwood 

 1  

TX 



77339 

"  



i                               COMPETITOR  HOSPITALS 



03-0014 

John  C  Lincoln  Hospital-Norlh  Mountain 

'PHOENIX 

-A?~ 

85020^" 

03-0023" 

Flagstaff  MedicaJ  Center.  Inc 

i FLAGSTAFF 

■  — 1 

AZ 

86001 

030643' 

Sierra  Vista  Regional  Health  Center 

'^TsierIra^vTsTa 

AZ 

85635 

03-6692  " 

John  C  Lincoln  Hospital  ■  Deer  Valley 

!  PHOENIX 

 — 

AZ 

85027 

04-00'21    |Lmie  Rock  HMA.  INC 

j  LITTLE  ROCK 

AR 

72209 

04-0026  iSl  Joseph  Mercy  Health  Center 

iHOT  springs 



AR 

71913 

04-0084~ 

Saline  County  Medical  Center 

j  BENTON 

^AR^ 

72015 

05-0179  jEmanuel  Medical  Center 

trURLOCK 

-     ■  - 

CA 

95380 

05-0455 

Adventist-San  Joaquin  Commmioty  Hospital 

~  iBAKERSFIELD 

CA 

93301 

'  05-0528 

Memorial  Hospital  Los  Bancs 

!los  banos 



CA 

93635 

13-0018 

Eastern  Idaho  Health  Services  Inc 

ilOAHO  FALLS 

ID 

83403 

'  15-0007 

Board  of  Trustees  of  Howard  Community  Hosprtai 

i  KOKOMO 

'  IN 

46904 

1T002O  ^ 

Hutchinson  Hospital  Corporation 

i^HUTCHINSON 

KS 

67502 

717-0023 

St  Catherine's  Hosprtai 

„.  ^ 



KS~ 

-  _    _  — 

67846 

17-0027 

Pratt  Regional  Medical  Center  Corporation 

i PRATT 



KS 

67124 

17-0122 

Via  Christi  Regional  Medical  Center.  Inc 

fwiCHITA 

KS 

67214 

'  1 9-0003  " 

Dauterive  Hospital  Corporation 

MSJEW  IBERIA 
h~ippi  rii  iQA*^ 

LA 

70563 

T9-OOI7 

Opelousas  General  Hospital  Trust  Authority 



IT 

70570 

19-0025 

Rapides  Healthcare  System.  LLC 

'  MAMOU 



70554 

19-0040' 

St  Tammany  Pansh  Hospital  Service  District  No  2 

jSLIDELL 

LA 

70458 

19^205  ' 

Hamilton  Medical  Center 

Tlafayette 



LA~ 

~70566~ 

36-0006  ' 

Ohio  Health  Corporation 

I^ni  1  IMRl  IC 

OH 

43214 

36-00 lT  ' 

Marion  General  Hosprtai 

,  MAHJUN 

OH 

43302 

_  36-001 7 

Ohio  Health  Corporation 



OH 

43215 

'36-0109 

Coshocton  County  Memonal  Hospital  Association 

i  COSHOCTON 

'  OH 

43812 

"  36-0210 

Grady  Memorial  Hospital 



OH 

43015 

37-0016 

Integris  Bass  Baptist  Health  Center 

OK 

73701 

"'  37-0020" 

Valley  View  Hospitai,  Inc 

—  —  jfolr  

—  .,- 

'  ok 

74820  ' 

37-0028 

Integris  Baptist  Medical  Center.  Inc 

■OKLAHOMA  CITY 

OK 

73112 

37-0032 

Deaconess  Hearth  System,  LLC 

'OKLAHOMA  CITY 





OK 

73112 

37-0114 

St  John  Medical  Center,  Inc 

■TULSA 

OK    i  74104 

37-0148" 

Edmond  Regioal  Medical  Center,  LLC 

^EDMOND 

OK 

73034 

43-0016   'Avera  Mckennan 

i  SIOUX  FALLS 

SD 

57117 

43-0027 

Sioux  Valley  Hospital 

j  SIOUX  FALLS 

,  SD 

57117 

45^0067' 

Sid  Peterson  Memorial  Hospital 

iKERRVILLE 

- 

TX 

78028 

45-0010  ' 

United  Regional  Health  Care  System.  Inc 

[WICHITA  FALLS 

TX 

76301 

45-0031  ' 

HMA  Mesquite  Hospital.  Inc 

i  MESQUITE 

TX 

75149 

45-0097 

Pasadena  Bayshore  Hospital  Inc 

I  PASADENA 

TX 

77504 

45-0126 

CHCA  East  Houston  Regional  Medical  Center 

i HOUSTON 

TX 

77015 

45-0l'28  " 

Knapp  Medical  Center 

jWESLACO 

TX 

78596  " 

45-0130 

Accord  Medical  Management.  L  P 

ISAN  ANTONIO 

TX 

78205 

'45-0132" 

Ector  County  Hospital  District 

i ODESSA 

TX 

79761 

45-6l'76 

Mission  Hospital.  Inc 

{MISSION 

'  TX 

78572 

_  45-0358  :The  Methodist  Hosprtai 

^HOUSTON 

TX 

77030 

45-0403 

Columbia  Medical  Center  ot  McKinney  Subsidiary,  LP 

[mckinney 

\  -TX 

75069 

"  45  0424  ^ 

San  Jacinto  Methodist  H^pital 

Tbaytown 

TX 

77521 
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Survey  Respondents 


PROVIDER 

Mi  IKXRCTQ 
NUrviDtM 

NAME 

CITY 

STATE 

ZIP  CODE 

45-0431 

St  David's  Healthcare  Partnership  L  P  ,  LLP 

AUSTIN 

45-0530 

"CHCA  Mainland  L  P 

TEXAS  CITY 

TX 

77591 

Hill  Country  Memonal  Hospital 

FREDERICKSBURG 

TX 

78624 

CHCA  Clear  Lake,  L  P  jWEBSTER 

TX 

77598 

Spring  Branch  Medical  Center,  Inc  [A  Texas  Corporatronj 

HOUSTON 

TX 

77055 

45-0634 

Columbia  Medical  Center  of  Denton  Subsidiary,  L  P 

DENTON 

TX 

CHCA  West  Houston,  LP 

TX 

77082 

45-0646 

E!  Paso  Healthcare  System,  ltd 



TX 

79925 

45-0647 

Columbia  Hospital  at  Medical  City  Dallas  Subsidiary 

DALLAS 

TX 

Columbia  Medical  Center  of  Piano  Subsidiary.  LP 

TX 

75075 

Columbia  Valley  Healthcare  System,  LP 

BROWNSVILLE 

TX 

78521 

 ■  

Columbia  Medical  Center  of  Lewisville  Subsidiary,  L  P  [a  Texas  limited 

partnership] 

LEWISVILLE 

TX 

75057 

Terrell  HeaHhcare.  L  P 

TERRELL 

TX 

75160 

45-0688 

Lone  Star  HMA,  LP 

MESQUITE 

TX 

75150 

45-071 1 

Columbia  Rio  Grande  Healthcare.  L  P 

MC  ALLEN 

TX 

78503 

45-0713 

St  David's  Healthcare  Partnership,  L  P  ,  L  L  P 

AUSTIN 

— 

45-0716 

New  Medical  Horizons  II,  Ltd 

HOUSTON 

TX 

45-0771 

Presbytenan  Hosprtal  of  Piano 

PLANO 

TX 



75093 

46-0010 

LDS  Hospital 

SALT  LAKE  CITY 

— ril~ 

— 

46-0015 

Logan  Regional  Hospital 

LOGAN 

UT 

84341 

52-0008 

Wauesha  Memonal  Hospital 

WAUKESHA 

— wi — 

53186 

'  52-0040  " 

St  Michael  Hospitalof  Franciscan  Sisters  of  Milwaukee  Inc 

''MfLWAUKEE 

52-0051 

Columbia  St  Mary  s  Hospital  Milwaukee.  Inc 

MILWAUKEE 

— w5 — 

— 5^211 

52-0062  iOconomowoc  Memorial  Hospital 

OCONOMOWOC 

— wi — 

— 53066 

52-0078  jSt  Francis  Hospital.  Inc 

MILWAUKEE 

Wl 

53215 

52-0096  jAII  Saints  Medical  Center,  inc  J_RACINE 

WI 

53405 

52-0103  ;Communi"ty  Memonal  Hospital  of  Menomonee  Fall,  Inc                          "TmENOMONEE  FALLS 

Wl 

53051 

52-01 36  i  St  Joseph  Regional  Medical  Center ,  inc 

MILWAUKEE 

Wl 

53210 

Additional  Respondents 

19-0086 

Lincoln  General  Hospital 

Ruston 

LA 

71273 

_36-01[52^ 

Ohio  Health  Corporation 

Columbus 

OH 

43228 

NOTE  Lincoln  General  Hospital  had  received  ttie  survey  from  ttie  AHA  and  the  Ohio  Health  Corporation's  survey 

was  unsolicited 
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Survey  Participants 


PROVIDER ; 

j 

NUMBER  1  NAME 

i  CITY 

STATE 

ZIP  CODE 

03-0100   j Tucson  Heart  Hospital 

j Tucson 

AZ 

85704 

03-0102   'Arizona  Heart  Hospital 

[Phoenix 

AZ 

~'850"06" 

"'03-0107 

Arizona  Spine  &  Joint  Hospital 

[Mesa   

AZ 

85206 

"  03-0112" 

Anzona  Orthopedic  Surgical  Hospital 

^Chandler 

L  AZ 

85224 

04-0134  ' 

Arkansas  Heart  Hospital 

;  Little  Rock 

AR 

72118 

04-0142 

Healthpark  Hospital 

jnot  Springs  Naft  Park 

AR  1 

71913 

04-0145 

Surgical  Hospital  of  Jonesboro 

!  Jonesboro 

AR 

72401 

" '  05-0697  " 

Patients'  Hospital  of  Redding 

!  Redding 

["  ca"" 

96001 

05-0707"" 

Menio  Park  Surgical  Hospital 

i  Menio  Park 

CA 

"94025 

05-0708  " 

Fresno  Surgery  Center 

j  Fresno 

CA 

93710 

05-0724  ^ 

Bakersfield  Heart  Hospital 

i  Bakersfield 

CA 

93308 

05-0726 

Stanislaus  Surgical  Hospital 

[Modesto 

CA 

95355 

05-0732  ' 

Fresno  Heart  Hospital 

j  Fresno 

CA 

93720 

"'  05-0749"" 
05-0751  " 

Thousand  Oaks  Surgical  Hospital 
Miracle  Mile  Medical  Center 

i  Thousand  Oaks 
"Ilos  Angeles 

CA 
CA 

91361 
90036 

06-0117 
13-0063 

Animas  Surgical  Hosp 
Treasure  Valley  Hospital 

i  Durango 
:  Boise 

CO 

 . 

81301 
83704 

13-0065    jMountain  View  Hospital 

]ldaho'"Falls 



L  'D  . 

"'  83404 

13-0066 

Northwest  Specialty  Hospital 

 Impost  Falls 

83854 

13-0067  " 

Mountain  River  Birthing  &  Surgery  Center 

 [Blackfoot 

ID 

83221 

15-0147" 

llliana  Surgery  &  Medical  Ctr.  LLC  ~ 

[Munster 

IN 

46321 

15-0153 

Heart  Center  of  Indiana 

j  Indianapolis 

IN 

46290 

1 5-01 54   ,  Indiana  Heart  Hospital 

{ Indianapolis 

 .  

IN 

45250 

15-0160 

Indiana  Orthopaedic  Hospital 

1  Indianapolis 

IN 

46278 

1^0186" 
'17-0187  " 

Kansas  Heart  Hospital 

•Wichita 

67226 

Salina  Surgical  Hospital 

iSalina 

KS 

67401 

1 7-0 1 88   1  Kansas  City  Orthopedic 

jLeawood 

,  KS 

66211 

17-0190   1  Manhattan  Surgical  Hospital 

I  Manhattan 

KS 

17-0191    [Surgical  and  Dianostic  of  Great  Bend 

[Great  Bend 

KS 

67530 

17-0192    IGalichia  Heart  Hospital 

1  Wichita 

KS 

67220 

17-0193 

Emporia  Surgical  Hospital 

lEmpona 

KS 

66801 

"  17-0194 

Doctors  Specialty  Hospital 

■  Shawnee  Mission 

KS 

66211 

'"'17-0195 

Heartland  Surgical  Specialty 

i  Overland  Park 

KS 

66211 

17-0196   1  Kansas  Spine  Hospital 

[Wichita 

'  KS 

67226 

19-0241 

Physicians  Surgical  Specialty 

|Houma 

LA 

70360 

1 9-0245   j  Monroe  Surgical  Hospital 

j  Monroe 

^.  LA 

71201 

19-0246 

P&S  Surgical  Hospital 

1  Monroe 

^  LA 

71201 

"'  19-0'250' 

Louisiana  Heart  Hospital 

1  LaCombe 

LA 

70445 

19-0251 
19-6255  ' 

Surgical  Specialty  Centre 
Park  Place  Surgery  Ctr 

i  Baton  Rouge 
Lafayette 

LA 
U 

70810 
70S03 

19-'0256  ' 

Doctors  Hospital  of  Slidell 

1  Slidell 

LA 

70458 

19-0257 

Green  Clinic  Surgical 

!  Ruston 

71270 

19-0259  jLafayette  Surgical  Specialty  Hospital 

i  Lafayette 

^  LA 

70505 

19-0261    !  Ouachita  Surgical  Hospital 

iWest  Monroe 

LA 

71291 

1 9-0263 

Heart  Hospital  Lafayette 

;  Lafayette 

LA 

70508 

19-0266   ^Neuromed  Ctr  Hospial 

j  Baton  Rouge 

LA 

70810 

19-0267    i  Fairway  Medical  Center 

j  Covington 

LA 

70433 

19-0'268  iUiayette'GenerarSurgicarHospitar 

[Lafayette 

70503 

19-0273   !  Greater  Baton  Rouge  Surgical  Hosp 

!  Baton  Rouge 

70807 

23-0264 

Southeast  Michigan  Surgical  Hosp 

1  Warren 

Ml 

48091 

27-0086  '" 

Central  Montana  Surgical  Hospital 

'(Great  Falls 

MT 

59405 

27-0087   1  Health  Center  Northwest 

jKalispell 

MT 

59901 

28-0127 

Lincoln  Surgical  Hospital 

1  Lincoln 

NE 

68506 

28-01 28   1  Nebraska  Heart  Hospital 

1  Lincoln 

NE 

76104 

28-0129 

Nebraska  Orthopaedic  Hosp 

I  Omaha 

'  NE 

68144 

29"6048 

Carson  Valley  Medical  Center 

Gardnerville 

NV 

89410 

29-0051    1  Sierra  Surgery  &  Imaging 

i  Carson  City 

NV    _i_  89703 

32-0083"  iHe'art  Hospital  of  New  Mexico  ' 

;Albuqueque 

'""nm"'T  871 62 

_34-6049  ^orth  Carolina  Specialty  Hospital 

{Durham 

NO 

27701 

36-0056  ■ 

Mercy  Hospital  Fairtiekl 

;  Fairfield 

OH 

45014 
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Survey  Participants 


PROVIDER ! 

NUMBER  1  NAME 

i  CITY 

STATE 

ZIP  CODE 

36-0253  [Dayton  Heart  Hospital 

i  Dayton 

OH 

45408 

36-0258 

^anx  Care  Center  of  Ohio 

iOroveport 

OH 

43125 

36-0281 

Three  Gables  Surgery  Center,  LLC 

!  Proctorville 

OH 

45669 

36-0263 

Institute  tor  Orthopedic  Surgery 

iLima 

OH 

45804 

36-0266 

New  Albany  Surgical  Hospital 

i  New  Albany 

OH 

43054 

36-0269 

Butler  County  Surgery  Center 

j  Hamilton 

OH 

45011 

36-0271 

University  Pointe  Surgical  Hospital 

I  West  Chester 

OH 

45069 

37-0192 

Northwest  Surgical  Hospital 

]  Oklahoma  City 

OK 

73120 

37-020i'  " 

Surgical  Hospital  of  OklahofTta  LLC 

:  Oklahoma  City 

OK 

73129 

37-0206 

Okiatioma  Spine  Hospital 

i  Oklahoma  City 



OK 

73134 

37-02 1 0   j  Orthopedic  Hospital  of  Oklahoma 

i  Oklahoma  City 

OK 

73109 

37-0212 

Oklahoma  Ctr  for  Orthopaedic  &  Multi-Specialy 

;  Oklahoma  City 

OK 

73139 

"37-6215'  ' 

Oklahoma  Heart  Hospital 

i  Oklahoma  City 

OK 

73120 

37-0216 

Tulsa  Spine  Hospital 

i  Tulsa 

OK 

74132 

37-0218 

Saint  Francis  Heart  (Tulsa) 

;  Tulsa 

OK 

74133 

37-6220 

Hospital  for  Special  Surgery 

i  Oklahoma  City 

OK 

73109 

37-0222 

MoBride  Clinic  Orthopedic  Hospital 

 t-r  '  --i  ■  

1  Oklahoma  City 

OK 

73114 

38-0100 

Physicians  Hospital 

1  Portland 

OR 

97220 

39-0307 

Edgewood  Surgical  Hospital 

'Transfer 

PA 

16154 

__43-0089 

Siouxland  Surgery  Center  LP 

1  Dakota  Dune 

SD 

57049 

4i3-6090 

Sioux  Fails  Surgical  Center,  LLP 

!  Sioux  Falls 

■ 

SD 

57105 

43-0091 

Black  Htils  Surgery  Center.  LLP  " 

1  Rapid  City 



_sp_ 

57703 

43-0092 

Dakota  Plains  Surgical  Center 

:  Aberdeen 

SD 

57401 

43-0093 

Same  Day  Surgery  Center,  LLP 

Rapid  City 



SD 

57701 

43-0094  _jSpear1ish  Surgery  Center 

iSpearfisfi 

■  "r".;  

SD 

57783 

43-0095   i  Avera  Heart  Hospital  of  South  Dakota.  LLC 

!  Sioux  Falls 

!n 

57108 

43-0096 

Lewis  &  Clark  Specialty  Hosp 

i  Yankton 

SD 

57078 

45-0315 

Vista  Hospital  Of  Dallas '     "  " 

i  Garland 

TX 

75042 

45-0422  ' 

Mary  Shiels  Hospital 

!  Dallas 

TX 

75204 



45-0774    Tops  Surgical  Specialty  Hospital 

'Houston 

TX 

'  77090 

"""45^0796 

ivieuioui5i  Miriuuiaiuiy  outgery  nosp  inw 
Northwest  Texas  Surgery  Center 

'San  Antonio 
lAmariHo 



TX 
TX 

78240 
79119 

45-0'804 

Texas  Orthopedic  Hospital 

;  Houston 

TX 

77030 

""45-0824 

Heart  Hospital  Of  Austin 

!  Austin 

TX 

78756 

"45-083'l 

Vista  Medical  Center  Hospital 

(Pasadena 

TX 

77504 

45-0834 

Physicians  Centre 

;  Bryan 

TX 

77802 

45-d84'l 

Brownsville  Surgical  Hospital 

'(Brownsville 

TX 

78526 

45-0845    '  El  Paso  Specialty  Hospital 

:  El  Paso  

TX 

'  79902 

45-0849 

Banatric  Care  Center  of  Texas 

"jwyhe 

TX 

75098 

45-0851    ;  Baylor  Heart  &  Vascular  Center 

:  Dallas 

TX 

75226 

45-0853 

Frisco  Medical  Center 

[Fnsco 

TX 

75034 

_  45-;0860""  1  Suga7und~SurgicarHospTtar 

iSan  Antonio 
[Sugar  Land 

TX 
TX 

78258 
77478 

_  45-0864   i  Texas  Spine  &  Joint  Hospital 

j  Tyler 

75701 

45-0871 

Austin  Surgical  Hospital 

i  Austin 

78746 

_46-0872   jUSMD  Hospital  at  Arlington 

jAflington 

 TX  _ 

76017 

45-0874    'Irving  Coppell  Sufgical  Hospital 

;  Irving 

fx 

75063 

45-0875    i  Physicians  Surgical  Hospital  at  Quail  Cr 

Amanlto 

TX 

79124 

45-0876 

Lubbock  Heart  Hospial 

' Lubbock 

TX 

79416 

45-0878 

Texsan  Heart  Hospital  Of  San  Antonio 

'  San  Antonio 

TX 

78201 

45-0879  J  Providence  Hospital 

!  Laredo 

TX 

78041 

45-0880 

Medical  Centre  Surgical  Hosp  -Fort  Worth 

\  Fort  Worth 

TX 

76104 

45-0683 

Trophy  Club  Medical 

!  Trophy  Club 

TX 

76262 

4551886   1  Southwest  Surgical  Hospital 

i  Hurst 

TX 

76054 

45-0888   i  Southlake  Specialty  Hospital 

!  Southlake 

TX 

76092 

45-0889   I  Texas  Institute  for  Surgery  at  Presb  'Dallas 

TX 

75231 

45-0891    jPresbyt  Piano  Center  for  Diag  &  Sur 

:  Piano 

TX 

75093 

45-0893  ; 

North  Texas  Hospital-Rocky  Mountain 

j  Denton 

TX 

76208  " 

45-0894  \ 

Pine  Creek  Medical  Center  ~~" 

patlas 

TX 

75235 

46-0049   ;  Orthopedic  Specialty  Hospital 

!  Murray 

UT 

84107 
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Survey  Participants 


PROVIDER 
NUMBER_ 

746^0054 
_5220194^~ 
52-0196  " 
_52j0199_ 

^67-boqi_" 

_  67^0003  _ 
67-6d05 


_    _  NAMIE 
Cache  Valley  Specially  Hc«pita[_ 
Orthopaedic  Hospital  of  Wisconsin 
Oakleaf  Surgical  Hospi.al.  LLC^  _ 

Wisconsin  Heart  Hospital,  LLC   

Living  Hope  New  Boston  Medical  Center 

West  Texas  i-iosprtal   

Kingwood  Specialty   





NorlhL.ogan_ 
Glendale  _ 
^Eau  Claire 
Iwauwatosa 
jNew  Boston 


67-0006  j  Hospital  at  Westlake  Medical  Ctr 
67-0007   ! Beaumont  Bone  &  Joint  Institute 


67-0008   !  Surgical  Arts  Center  of  Clear  Lake 


I  Kingwood  _ 

!  Austin  

iBeauniont 
iWebster 


I  Total  Specialty  Hospitals  above  =130 


03-0001 
03-0002 " 
03-0006 
03-0007' 

os^ooio' 

03-001 1 

03-"66l3 

03-0014 

03-0018' 

O3-O0V9 

03-0022 

03-0023 

03-0024 

03-0030 

03-0036 

03-0038"" 

03-0043 

03-0055 

03-0060 

03-0062' 

03-0064 

03-00'65_ 

03-0069 

03-0'080_ 

03-0083_ 

03-0085 

03-0087^ 

03-0088 

03-0089 

030092 

O3'^0094 

03-0103 

03-0106 

03-  0110 

04-  0002 

q4-66o7_ 

04-0014 

04-0021 

04-0026^ 

04-0029 

04-0036  " 

04-0041 

04-0050 

04-0071 

04-0072 

04-0074 

04-0078 


JCOMPETITOR  HOSPITALS  

"]maryvaLe  hospital'^  " 

"■banner  good  samaritan  medicalcenter  ^  ' 

j^fucsois[  medical" CENTTER  ^  "_  ^^' 

jyERDE  VALLEY  MEDICAL  CENTER  _'_  ^  ' 

■CARONDELET  ST  IV1ARYS  HOSPITAL  &  HEALTH "cENTE'R 


STATE    ZIP  CODE 


j^CARONDELET  SAINT  JOSEPHS  HOSPITAL  _  _ 

^pOHNC  Jncoln  Hbsp  northm'ountain^ 

[banner  MESA  ME'diCAL  CEr^TER"  "^^ 
"trEMPE^ST  LUKE'S  HOSPITaI  J^"     ^  _ 

j  MARICOPA  MEDTcal"cEN"tER       ~  ^  ^ 

'  1  FLAGSTAFF  MEDICAL  CENTER  "  

"jsT  JOSEPH'S  HOSPITAL  MEDICAL  CENTER  

•PHOENIX  BAPTIST  HOSP  &"  MED  CEfMTER 
TcHANDLER  REG'ONAL  HOSPITAL"  ""^l       _  Z 

isCOTTSDALE  HEALTHCARE-OSBORN 
^jsiERRA  VISTA  REGIONAL  HEALThTCENf  ER 

" ^kingman  regional  mescal  center 
''''c08re_valle y  community  hospital    ~_  _ 
"Inavapache hospital"  "  _'  ' 

juNIVERSITY  MEDICAL 'CENT'eR  ^ 

'ibanne'r desertmedical center         '  _ 

'  iHAVASU  regional  MEDICAL  center  " 

|EL  DORADO  hospital"  

JPARADISE  VALLEY  HOSPITAL^  _     _    "  _  " 
InORTHWEST  IVIEDICAL  CENTER        "    "J^  "_" 
IsCOTTSDALE"  HEALTHCARE -SHEA  _131"1_ 
iBAtviNER  BAy'woOD  MEDICALCENTER  

["banner  thunderbird  medical  center  _ 
jjohn  c  lincoln  hospital-deer  valley^  "  _ 
!  arrowhead  community  hosp/med  cent^ 

■fy/IAYO  CLINIC  HOSPITAL  ___    _        ""    '  " 
[PHOENIX  MEMORIAL  HOSPITAL""  "_ 
'iwEST  'valley  HOSPITAL  MEDl'CAL  C'eNTER"  __"' 
i  JOHNSON  REGIONAL  ME'diCAL  CENTER  " 
TsT^II^JCENT  IN'f'iRMARY  MEDICAL  CENTER 
"[cEfvlTRAL  ARKANSAS  HOSPITAL  ltvJC_     "  " 
'!"sbUTHWEST  REGIONAL  MEOlCAL'ciN'TER 


.PHOENIX   

TUCSON   

[cOTtOf^WOOD 

j TUCSON  

IJUCSON  

iYjJMA 

'phoenix  '  

IMESA  ~"_  

'tempe"_ 
[phoenix 


]  flagstaff 
"[phoenix  ' 

'pHOENtX_ 

chandler _ 
'  sc6ttsd"ale_ 

J  SIERRA  viSTA_ 
~:  KINGMAN  " 

|globe_  ' 

'show  LOW 

tJcson  ^  "_ 

!mesa   

lakehavijsa 

•TUCS0l«J  _ 
•PHOENIX  '_' 
TUCSON  ' 
jSCOTTSDALE^ 

"mesa 

Iglendale  _ 

■PHOENIX  "'_ 

_'glen"o'a^'  _ 

'PHOENIX  ' 
J  PHOENIX 
GOODYEAR 
fCLARKSVILLE" 

Tlittlerock 
'"se'arcy' 


j  88001 
'I  85013 


AZ  I 


85901 
85724 


85306 
'85027 


85312 


85054 
85007 
"85338 
[72830^ 
72205 


72143 


;ST  JOSEPHS  MERCY  HEALTH  CENTER  INC 


I  CONWAY  REGIONAL  MEDICAL_CENJER 
1  BAPTIST  HEALTH  ME'DICAL  CEN'fER"[NLR" 
Jst  MARYS  REGIONAL  MEDICAL  CENTER 
'; OUACHITA  COUNTY  MEDICAL  CENTER  _J 
!  JEFFERSON  REGIONAL  MEDICAL  CENTER 
jSTUTTGART  REGIONAL  fwiEDICAL  CENTER 
[rEBSAMEN  MEDICAL  CENTER  jNC  J  ^  " 
'  NATIO'nAL  park"  MEDICAL  CENTER  VnC 


:  LITTLE  ROCK 
'hot  SPRINGS 
CONWAY 


72209 


AR     !  71913 


north  little  rock 
:russellville^ 
j  camden  "_  "z 

pine8luff__[  ^" 

^stuttgart  

■jacksonville 
■hot  springs 


716ra 
72160" 
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PROVIDER 

i 

NUMBER 

NAME 

CITY 

STATE 

ZIP  CODE 

04-0084 

SALINE  MEMORIAL  HOSPITAL 

!  BENTON 

AR 

72015 

04-0088_ 

MEDICAL  CENTER  OF  SOUTH  ARKANSAS 

iEL  DORADO 

AR 

71731 

04'-oVoo 

WHITE  COUNTY  MEDICAL  CENTER 

SEARCY 

AR 

72143 

04-01 14 

'BAPTIST  HEALTH  MEDICAL  CENTER 

LITTLE  ROCK 

AR 

72205 

04-0119 

iWHITE  RIVER  MEDICAL  CENTER 

BATESVILLE 

AR 

72501 

04-013?" 

1ST  VINCENT  MEDICAL  CENTER-NORTH 

.ontHvVLAJU 

 65 — 

— 7?!^ 

05-0057 

KAWEAH  DELTA  DISTRICT  HOSPITAL 

i  VISA  LI  A 

CA 

93291 

05  0060 

j  COMMUNITY  MEDICAL  CENTER  FRESNO 

j  FRESNO 

CA 

93721 

05-0093 

"  'ISAINT  AGNES  MEDICAL  CENTER  "~ 

i  rHtbNU 

CA 

93720 

05-0117 

MERCY  MED  CTR  MERCED  DOMINICAN  CAMPUS 

•MERCED 

CA 

95340 

05-0179 

EMANUEL  MEDICAL  CENTER  INC 

jTURLOCK 

CA 

95380 

05-0335 

SONORA  COMMUNITY  HOSPITAL 

ibUNUHA 

CA 

95370 

05-0455 

SAN  JOAQUIN  COMMUNITY  HOSPITAL 

1  BAfStHbt-lbLU 

CA 

93301 

05-0464 

DOCTORS  MEDICAL  CENTER 

jMUUfco  1  U 

CA 

95350 

05-0492 

C0MMUN]TY  MEDICAL  CENTER -  CLOVIS  ' 

!  CLOVIS 

CA 

9361 1 

05-0528 

MEMORIAL  HOSPITAL  LOS  BA^40S""  " 

CA 

93635 

13-0018 

EASTERN  IDAHO  REGIONAL  MED  CENTER 

lUAMU  rALLo 

ID 

83403 

1 3-0026_ 

CASSIA  REGIONAL  MEDl'CAL  CENTER  ~  " 

8URLEY 

ID 

83318 

14-0202 

CONDELL  MEMORIAL  HOSPITAL 

;Llt}tnl  T  ViLLc 

IL 

60048 

1 5-0007 

i  HOWARD  REGIONAL  HEALTH  SYSTEM 



— 

1 5-0048 

REip  HOSPITAL  &  HEALTH  CARE  SERVICES 

jHIOnMUiNU 

IN 

47374 

15-0056 

iCLARIAN  HEALTH  PARTNERS  INC 

;  INDIANAPOLIS 

IN 

46202 

1 5-0059 

Triverview  ho'spTtal 

I NOBLESVILLE 

IN 

46060 

17-0009 

TsaInT  JOHN  HOSPITAL 

'  LEAVENWORTH 

KS 

66048 

17-0010 

lMERCY  HOSPITAL 

!  INDEPENDENCE 

KS 

67301 

17-0012 

s'aLINA  REGIONAL  MEDICAL  CENTER 

jSALINA 

KS 

67401 

17-0013 

'hays  MEDICAL  center"  '" 

IHAYS 

KS 

67601 

1 7-0017 

SUSAN  B  ALLEN  MEMORIAL  HOSPITAL 

'.  EL  DORADO 

KS 

67042 

17-0020 

HUTCHINSON  HOSPITAL  CORPORATION 

HUTCHINSON 

KS 

67502 

17-0022' 

ATCHISON  HOSPITAL"  ' ' 

'ATCHISON 

KS 

66002 

17-0023 

"ST  CATHERINE  hlOSPlTAL   "  ~ 

GARDEN  CITY 

KS 

67846 

17''-0027 

PRATT  REGIONAL  MEDICAL  CENTER 

'  PRATT 

KS 

67124 

1 7-0033 

jCENTRAL  KANSAS  MEDICAL  CENTER 

""IgREAT  BENCT" 

KS 

67530 

17-0049 

'  IolATHE  MEDICAL  CENTER '"' 

iOLATHE 

KS 

66061 

17-0104 

j  SHAWNEE  MISSION  MEDICAL  CENTER 

i SHAWNEE  MISSION 

KS 

66201 

17'-0122' 

JyiA  CHRfSTI  REGIONAL  'mEDICAL'cENTER 

iWICHITA 

i_  KS 

67214 

17-0123 

WESLEY  MEDICAL  CENTER.LLC 

!  WICHITA 

KS 

67214 

"l7~-0133 

GUSHING  MEMORIAL  HOSPITAL 

!  LEAVENWORTH 

KS 

66048 

17-0146 

iPROVlDENCE  MEDICAL  CENTER 

I  KANSAS  CITY 

KS 

66112 

17-0147' 

_  jVlA  CHRIsfl  RIVERSIDE  MEDl'CAL  CENTER 

IWICHITA 

KS 

67203 

17-0178  

OVERLAND  PARK  REGIONAL  MEDICAL  CENTER 

OVERLAND  PARK 

KS 

66215 

17-0182 

jMENORAH  MEDICAL  CENTER 

OVERLAND  PARK 

KS 

66209 

17-0185' 

SAINT  LUKES  SOUTH  HOSPSITAL 

OVERLAND  PARK 

KS 

66213 

19-0002 

J  LAFAYETTE  GENERAL  MEDICAL  CENTER  ' 

LAFAYETTE 

—  

LA 

70505 

19-0003 

DAUTERINE  HOSPITAL 

;NEW  IBERIA 

LA 

70563 

19-0017 

iOPELOUSAS  GENERAL  HOSPITAL  SYSTEM 

70570 

'19-0025 

JSAVOY  MEDICAL  CENTER 

'MAMOU 

^  LA„.._ 

70554 

19-0040 

SLIDELL  MEMORIAL  HOSPITAL 

70458 

19-0044" 

jAMERICAN  LEGION  HOSPITAL 

UMUVVLt  T 

LA 

70526 

'19-0054 

IBERIA  GENERAL  HOSPITAL  &  MEDICAL  CTR 

I  NEW  IBERIA 

LA 

70560 

19-0078 

i EUNICE  COMMUNITY  MEDICAL  CENTER 

i  EUNICE 

LA 

70535 

19-0102 

jOUR  LADY  OF  LOURDES  REG  MED  CENTER 

i  LAFAYETTE 

70506 

19-0125 

_JST  FRANCIS  MEDICAL  CENTER 

; MONROE 

LA 

71210 

19-0160' 

_  JGLENWOOO  REGIONAL  MEDICAL  CENTER 

_WEST  MONROE 

LA 

71291 

19-019'  " 

DOCTORS  HOSPITAL  OF  OPELOUSAS 

'CPELOUSAS'" 

LA 

70570 

29-0197 

NORTH  MONROE  CENTER 

MONROE 

U 

71203 

19-0204 

NORTHSHORE  REGIONAL  MEDICAL'CE'NfER 

^SLIDELL 

LA 

70461 

19-0205 

SOUTHERN  MEDiCAL  CENTER  -  LAFAYETTE 

i LAFAYETTE 

"'"la    T  70506 

24-0037 

:  QUEEN  OF  PEACE  HOSPITAL 

:NEW  PRAGUE 

MN 

56071 

24-0057 

ABBOTT  -  NORTHWESTERN  HOSPITAL  INC 

IMINNEAPOLIS    ' " 

~  "mn  " 

55407 

137 


Survey  Participants 


provider! 

NUMBER 

J  NAME 

CITY 

STATE 

ZIP  CODE 

24-0132" 

lUNITY  HOSPITAL 

FRIDLEY 

MN 

55432 

24-0141       iFAIRVIEW  NORTHLAND  REGIONAL  HOSPITAL 

PRINCETON 

MN 

55371 

24-0207 

IFAIRVIEW  RIDGES  HOSPITAL 

BURNSVILLE 

 — 

— — 

27-0014 

jsf  PATRICK  HOSPITAL  CORP 

MISSOULA" 

59806 

27-0023 

jCOMMUNITY  MEDICAL  CENTER  INC 

MISSOULA 

MT 

59801 

27-0040 

NORTH  VALLEY  HOSPITAL 

WHITEFISH 

MT 

59937 

27-0051 

iKALISPELL  REGIONAL  HOSPITAL            " ' 

KALISPELL 

59901 

27-0084 

[sT  JOSEPH  HOSPITAL  CORP 

POLSON 

MT 

59860 

32-0002 

:ST  VINCENT  HOSPITAL 

SANTA  FE 

NM 

87502 

32-0003 
32-0004 
32-0009 

i NORTHEASTERN  REGIONAL  HOSPITAL 

iocoAi  n /-uAk^DiriM  DcmrsMii  t.Acnmm  r-CMTC 

LAS  VEGAS 

NM 

87701 

UlBUQUEROUE  REGIONAL  MEDICAL  CTR                              |  ALBUQUERQUE 

— "s^ — 

— 

8/102 

32-001 1 

lESPANOLA  HOSPITAL 

ESPANOLA 

- 

,  — 

NM 

87532 

32-0013 

|hOLY  CROSS  HOSPITAL 

TAOS 

NM 

87571 

32-0014 
32-0017 
32-0018 

iMIMBRES  MEMORIAL  HOSPITAL 

iM/^DTLJC:  ACT  Ljm/^LJTC  HiCrnZ-Al  /^fTMXCO 

DEMING 

A 1  Di  ir\i  ic 

NM 
NM 

88030 

j  ifVp/n  »rii_r>0'   rit^rvjnio  (vii_l/iv/-m_             i  en  /^ULJV^Wv-»i_nw»>-'i- 

.MEMORIAL  MEDICAL  CENTER  INC                                            LAS  CRUCES 

87109 
88001 

32-0019 

;LOVELACE  MEDICAL  CENTER 

ALBUQUERQUE 

NM 

87108 

32-0021 

VrESBYTERIAN  HOSPITAL    "  ' 

ALBUQUERQUE     

NM 

87106 

32-0033 

LOS  ALAMOS  MEDICAL  CENTER 

LOS  ALAMOS 

NM 

87544 

32-0079 

jPRESBYTERIAN  KASEMAN  HOSPITAL 

ALBUQUERQUE 

NM 

87110 

32-0085 

"'.MOUNTAIN  VIEW  REGIONAL  MEDICAL  CENTER 

LAS  CRUCES^ 

8801 1 

36-0002 

iSAMARITAN  REGIONAL  HEALTH  SYSTEM 

ASHLAND 

— 

OH 

44805 

36-0006 

'RIVERSIDE  METHODIST  HOSPITAL 

COLUMBUS   

OH 

43214 

'SOUTHERN  OHIO  MEDICAL  CENTER 

PORTSMOUTH 

OH 

45662 

jD-uuuy 

|lIMA  MEMORIAL  HOSPITAL 

LIMA 

OH 

45804 

36-001 1 

i  MARION  GENERAL  HOSPITAL 

MARION 

OH 

43302 

36-0012 

fST  ANNS  HOSpItaL  Of"  COLUMBUS 

WESTERVILLE 

43081 

36-0013 

iwiLSON  MEMORIAL  HOSPITAL 

SIDNEY 

^.   OH..  _ 

— 

36-0014 

10  BLENESS  MEMORIAL  HOSPITAL 

ATHENS 

 —  

45701 

36-001 7 

GRANT  MEDICAL  CENTER                       ~"  ~ 

COLUMBUS 

f  •  - 
 PtI — 

43215 

36-0035 

;MT  CARMEL  HEALTH 

COLUMBUS"" 

OH 

43222 

36-0039 

IGENESIS  HEALTHCARE  SYSTEM 

ZANESVILLE  "' 

OH 

43701 

36-0044 

'WAYNE  HOSPITAL  ' 

GREENVILLE"  ' 

OH 

45331 

36-0051 

"iMIAMI  VALLEY  HOSPITAL     '     '  " 

DAYTON  "  "    " " 

OH 

45409 

36-0052 

IGOOD  SAMARITAN  HOSPITAL 

DAYTON 

OH 

45406 

36-0054 

^HOLZER  MEDICAL  CENTER 

GALLIPOLIS 

OH 

45631 

36-0062 

JOSUHE " ' 
1ST  RITA'S  MEDICAL  CENTER 

COLUMBUS 

u...  OH  _ 

43205 

36-0066 

LIMA 

OH 

45801 

36-0072" 

!  FAIRFIELD  MEDICAL  CENTER 

LJ\NCASTER 

OH 

43130 

36'-6l  09 

^COSHOCTON  COUNTY  MEMORIAL  HOSPITAL 

COSHOCTON 

L  -  OH 

43812 

36-0118 

[mEDCENTRAL  HEALTH  SYSTEM 

MANSFIELD 

OH 

44903 

36-0147 

''"marietta  MEMORIAL  HOSPITAL 

ma"riett"a 

OH 

45750 

36-0159"  ' 

iADENA  regional  medical  CENTER 

CHILLICOTHE 

OH 

45601 

36-0174 

i  UPPER  VALLEY  MEDICAL  CENTER 

TROY 

OH 

45373 

36-0197 

>MARY  RUT  AN  HOSPITAL 

bellefontaIne 

 ^  - 

— ] — 

36-0203 

j  SOUTHEASTERN  OHIO  REGIONAL  MEDICmTcTR 

CAMBRIDGE  '    "  " 

OH 

43725 

36-0210 

iGRADY  MEMORIAL  HOSPlfAL 

DELAWARE 

OH 

43015 

36-0218 

;LICKING  MEMORIAL  HOSPITAL  """ 

NEWARK 

OH 

43055 

37-0002  " 

"woodward  HOSPITAL  AND  HEALTH  CENTER 

WOODWARD 

OK 

73801 

37-0006 

;V1A  CHRIsti  OKLA  REG  MEDICAL  CENTER 

PONCA  CITY 

OK 

74602 

37-0013      ;  MERCY  HEALTH  CENTER,  INC 

OKLjAHOMA  CITY 

OK 

73120 

37-0014      j  MEDICAL  CTR  OF  SOUTHEASTERN  OKLAHOMA 

DURANT 

L_OK 

74702 

37-0016 

ilNTEGRIS  BASS  BAPTIST  HEALTH  CENTER 

ENID 

OK 

73701 

37-0018 

■JANE  PHILLIPS  MEMORIAL  MEDICAL  CENTER 

BARTLESVILLE 

OK 

74006 

37-0019 

GREAT  PLAINS  REGIONAL  MEDICAL  CENTER 

ELK  CITY 

OK 

^  73644 

37-0020 

VALLEY  VIEW  REGIONAL  HOSPITAL 

ADA 

r~OK 

74820 

37^0026 

'ST  MARY'S  REGIONAL  MEDICAL  CENTER  '    ""  " 

ENID 

OK 

73702 

37-0028 

INTEGRIS  BAPTIST  MEDICAL  CENTER 

OKLAHOMA  cFfY  "" 

OK 

73112 

37-0032 

DEACONESS  HOSPITAL  ' 

OKLAHOMA  CITY "  "' 

OK 

73112 
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PROVIDER  \ 

NUMBER  ^  _  _NAME  

37-0034  _rMCALESTER  REGIONAL  HEALTH  CENTER 
37-0037^     jST  ANTHONY  HOSPITAL 
37-0039 
37-0047 


CL^REMORE  REGIONAL  HOSPITAL  _ 

    MERCY  MEMORIAL  HEALTH  CENTER 

37-0057      loKMULGEE  MEMORIAL  HOSPITAL 
37-0091 


aTY_ 

iMCALESTER_"_ 
i  OKLAHOMA  CITY 
^CLAREMORE_  _ 
fARDMORE 
i  OKMULGEE 


1  SAINT  FRANCIS  HOSPITAL.  INC 


37-0094 
37-0106" 
37-0114^ 
37-0148 
37-0149" 
37-0166' 
37-0176^ 
37-0178 
37-0200" 
37-0202" 
37-0211  ' 
43-0005 
43-0012" 
43-6013 
43-0014 
43-0015^ 
43-0016 
'43-00"27 
"45"-0007  " 
45-001 0_ 
45-0021 
4_5^0028 
"45^0029' 
45-0031  _ 
4~5-0033 
45-0035' 
45-0040' 
45-0044 
45-0047 
45-0051 
45-0056 " 
45-0058 
45-0059^ 
45-0072 
45-0079 
45-0083 
45-0097^ 
45"-009"8 
45-0099 
45-0102 
45-0124 
45-0126 
45-0128^ 
45-0  J  30 
45-0132 
45^0123  ' 
45-0165" 
45-01 76_ 
45-0184 
45-0187"" 


■MIDWEST  CITY  REG  MED  CENTER  

ITnTEGRIS  SOu"tHWEST  MEDICAL  CENTER^ 
|ST  JOHN  MEDICAL  CENTER.  INC_^  _L  _ 
"eDMOND  MEDICAL  CENTER   

unity  health  center   j 

'wagoner  community  hosp'ital'  "_^  

SAINT  FRANCIS  HCSPi'tAL^ROKE'n  ARROW 

MEMORIAL  hospital  "  '  _ 

SEMINOLE'  MEDICAL  CENTER ___ 

SOUTHCREST  HOSPlfAL_^  ^  '  ]   

INTEGRIS  CANADIAN  VALLEY  

P_RA1R1E_LAKE'S  HOSP  &"CARECfR"" 
AVERAjSACRED"HEART'HOSPITAL 

averaqueenof'peace"  J' 

AVERA  ST  LUKES      _  '  "'J^ 
ST  MAR'yS  HOSPITAL 


^ULSA  

^  ^'P^^^  CITY 

TOKLAHOMA  C]TY_ 
■TULSA  '     J  '__ 

""edmond  _  _1_ 

";shavunee  

' 'wagoner  '_ 
'-broken  arrow 

jSTILWELL   

I  SEMINOLE  

"tfu"LSA"  

|yuk6n  ____ 
TWATERTOWN 


OK 


OK 


jAVERA  MCKENNAN  HOSP&UNiVERSITY  HLTH  CT  

TsiOUX  VALLEY  HOSPITAL  UNIVERSITjy  MEDICAL  C'ENTER" 

^SID  PETERSON  MEMORIAL  HOSPITAL  '    "    '     ~^  ^ 

■UNITED  REGIONAL  H  EALTh'cARE  SYS'tEM  '  

: BAYLOR  UNIVERSITY  MEDICAL "cENTE'R  '"" 
"  valley  baptist  MEDICAL  CENTER-b'rOWNSVILLE 

'laredo'medical  CENT£"r  "    '^^_^^  "_~    _   [ 

;Medical_center  of'mesquite.the      "  ""  

; VALLEY  baptist  MEDICAL  CENTER  ""   

jcHRiSTUs3f  joseph'hospi'tal   _ 

IcOVENANT  MEDICAL  CENTTER   "'   

jST  PAUL  UNIVERSITY  HOSPITAL    ^   __  'J 

*D0LLY  VINSANT  MEMORIAL  HOS"PITAL      '  _  _[~~" 
iMETHODIST  MEDICAL  CENTER  "' 
;SETON  MEDICAL  CENTER        "  "  "  '] 

-BAPTIST  HEALTH  SYSTEM   '  "  ^   

"mCKENNA  MEMORIAL  HOS_PiTAL        """"_  [     ^  "~_' 

BRAZOSPORT  MEMORIAL  HOSPITa'l  ^  "J-I      Zl  Z 

'  BAYLOR  MEDICAL  CENTER  AT  IRVING   ~ 

^EAST  TEXAS  MEDICAL  CENTER  _  "  "  

jBAYSHORE  MEDICAL  CENTER^ '^^  'J' 

jEAST  TEXAS  MEDICAL  CENTER  PITTSBURG  

jPAMPA^REGlONAL  MEDICAL  CENTER  _  __ 

IMOTHER  FRANCES  HOSPITAL"^  ^  _  ^ 

jBRACKENRIDGE  hospital"    _       "        "  IZIl 
{COLUMBIA  E  HOUSTON  MED_CTR  E  LOOP  CAMP     _]_"7  ^ 
[KNAPP  MEDICAL  CENTER_        _  - 
"nix  HEALTH  CARE  SYS't"eM  '  ~ 


:  YANKTON  

;  MITCHELL  ^ 

1  ABERDEEN  

>IERRE  _ 
-SIOUX"  FALLS  'I 
"SiOUX  FALLS  ' 
KERRVILLE  "" 

wichita  falls_ 
'dalu\s  "_ 
'brownsville^ 

LAREDO 

'mesquite 


SO 


^MEDICAL  CENTER  HOSPITAL  ECTOR  COUNTY  HOSP  PIS 
^MIDLAND  MEMOBiAL  HOSPITAL 


SOUTH  TEXAS  REGIONAL  MEDICAL  CENTER  _ 

MISSION  HOSPITAL  INC"   '_' " ' 

MEMORIAL  HO'SPITAL  S'ySTEM  \_  ""~ 

TRINITY  COMMUNITY  MED  CENTE"r  GEBPrEHAwT 
45-0193    ""J^ST  LUKES  EPISC0PAl"h"6sP|TAl"  _^ 
45-0194  _Tea ST  TEXAS  MEDICAL  CENTER  JACKSONVILLE" 
45-01 96"  _] PARIS  REGIONAL  MEDICAL  CET^JTER^     "  '  J^" 
4"5-0213      iu'NIVERSlTY  HEALTh"sYSTEM 


'HARLINGEN  

'HOUSTON  "  

'  LUBBOCK  " 

'da'llas    "__  _ 

'SAN  BENITO 

■DALLAS     '  ^_ 

'AUSTIN      "  ' 
'SANANTONfq 

'new  braunfeLs_ 
^lake jackson  

JRVING 

i  TYLER   'I 

[pasadena_ 
^pittsburg 

PAMPA 

Ityler   

1  AUSTIN  _  '"  _ 
"HOUSTON  "  _ 
'v/ESLAC6 

SAN  ANTONjO  

ODESSA  " 

MIDLAND  

'JOUROANTON  

^MISSION  "'_ 
'HOUSTON  " 

'brenham"   

^HOUSTON  

JACKS0NVILLE_  ' 
>ARIS 

'  SAN  ANTONIO 


I  TX 


J79701 
78026' 
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Survey  Participants 


PROVIDER! 

NUMBER 

!  NAME 

CiTY 

STATE 

ZIP  CODE 

45-02l"4^ 

IguLF  COAST  WEDICa'l  CENTER 

V/HARTON 

TX 

77488 

45^0224 

'PRESBYTERIAN  HOSPITAL  OF  WINNS80R0_ 

WINNSBORO 

TX 

75494 

45-0231 

^BAPTIST  ST  ANTHONYS  HOSPITa'l 

AMARILLO 

TX 

79106 

45-U237 

ICHRISTUS  SANTA  ROSA  HOSPITAL 

SAN  ANTONIO 

TX 

78207 

45-0272 

iCENTRAL  TEXAS  MEDICAL  CENTER 



SAN  MARCOS 

TX 

78667 

45^0280  ' 

IbaYLOR  medical  CEn'tER'aT  GARLAND 

 . 

GARLAND 

TX 

75042 

45-0296' 

iCLEVELAND  REGIONAL  MEDICAL  CTR 

CLEVELAND 

- 

TX 

77327 

45-0299 

■COLLEGE  STATION  MEDICAL  CENTER 

_     

'college  Sf  AfiON  ' 

TX 

77840 

45-0324 

■TEXOMA  MEDICAL  CENTER 



DENISON 

TX 

75020 

45-0347' 

HUNT SVILLE  MEMORIAL  HOSPITAL 



HUNTSVILLE 

TX 

77340 

45-0358 

iMETHODISt  HOSPITALJHE 

1  HOUSTON 

r-  "  TX 

77030 

45-0370  ' 

1 COLUMBU  SCOMMUNITyTiOSPITAL 



COLUMBUS 

78934 

45-0372 

'BAYLOR  MEDICAL  CENTER  AT  WAXAHACHIE 

WAXAHACHIE 

TX 

75165 

45-0378 

TWELVE  OAKS  MEDICAL  CENTER 



HOUSTON 

TX 

77074 

'45-C388 

METHODIST  HOPSITAL 



SAN  ANTONIO 

TX 

78229 

45-0389  ' 

EAST  TEXAS  MEDICAL  CENTER  ATHENS 

ATHENS 

TX 

75751 

45-0403 

'north  CENTRAL  MED'iCALCENT'e'r 

MCKINNEY 

TX 

75069 

45-0424 

"SAN  JACINTO  METHODIST  HOSPITAL 

BAYTOWN 

TX 

77521 

45-0431 

^ST  DAVIDS  HOSPITAL 

AUSTIN 

TX 

78705 

45-0438 

'COLORADO  FAYETTE'MEDrCAL  CENTER 

WEIMAR 



TX 

78962 

45-0447 

" NAVARRO  REGIONAL  HO'SPITAL  ' 

CORSICANA 

TX 

75110 

45-0462 

^PRESBYTERIAN  HOSPITAL  OF  DALLAS 

DALLAS 

TX 

75231 

45-0469" 

"wiLSON  N  JONES  MEDICAL  CENTER 

'SHERMAN 

TX 

75091 

45-0475 

;HENDERSON  MEMORIAL  HOSPITaY 

.HENDERSON 



TX 

75652 

45-0484 

WOODLAND  HEIGHTS  MEDICAL  CENTE'r' 

"lufkin 

'"'tx 

75904 

45-0530 

"mainland  MEDICAL  CENTER 

TEXAS  CITY 

TX 

77591 

45-0563  " 

BAYLOR  REGIOr.'AL  !,!EDICAL  CENTER  AT  GRAPEVINE 

GRAPEVINE 

TX 

76051 

45-C5e0 

EAST  TEXAS  MEDICAL  CENTER  CROCKETT 

CROCKETT 

TX 

75835 

45-0604 

HILL  COUNTRY  MEMORIAL  HOSPITAL  INC 

FREDERICKSBURG 

TX 

78624 

45-0610 

MEMORIAL  HOSPITAL  MEMORIAL  CITY 

HOUSTON 



TX_ 

77024 

45-0617 

CLEAR  LAKE  REG  MEDICAL  CENTER 

'  WEBSTER 

TX 

77598 

45-0630 

COLUMBIA  SPRING  BRANCH  MEDICAL  CENTER 

HOUSTON 

TX 

^  77055 

45-0634 

DENTON  REGIONAL  MEDICAL  CENTER 

■DENTON 

1 

TX  " 

'  76205 

45-0638 

^HOUSTON  NORTHWEST  MEDICAL  CENTER 

HOUSTON^  _^ 

"  TX 

77090 

45-0644 

^EST  HOUSTON  MEDICAL  CENTER 

■HOUSTON 

TX 

77082 

46-0646 

|DEL  SOL  MEDICAL  CENTER  ' 

'el  PASO  ' 

TX 

79925 

45-0647  " 

"medical  CITY  DALLAS  HOSPITAL  " 

DALLAS 

TX 

75230 

45-0651 

"medical  CENTER  OF  PLANO 

PLANO 

TX 

75075 

'45-0659 

"'park  PLAZA  HOSPITAL 

HOUSTON 

TX 

77004 

_45-0-362  ' 

VALLEY  REGIO^  M  MEDICAL  CENTER' 

BROWNSVILLE 

TX 

78521 

45-0669 

'medical  CENTEP  OF  LEWISVII.LE  ' 

LEWISVILLE 

TX 

75057 

45-0683 

MEDICAL  CENTER  AT  TERRELL 

TERRELL 

TX 

75160 

45-0688 

MESQUITE  COMMUNITY  HOSPITAL 

_MESOUITE 

\ 

TX'~ 

75150 

45-0694 

EL  CAMPO  MEMORIAL  HOSPITAL 

'el  campo" 

TX 

77437 

45-0709 

'CHRISTUS  ST  JOHN  HOSPITAL 

'NASSAU  BAY  ' 

TX  ' 

77058 

45-071 1 

'•RIO  GRANDE  REGIONAL  HOSF>lTAL 

MC  ALLEN 

TX 

78503 

45-0713 

jsOUTH  AUSTIN  HOSPITAL 

AUSTIN 

!  TX 

'  'iaiQ^  " 

45-0715 

^MEDICAL  CENTER  AT  LANCASTER  ' 

!  LANCASTER  ~~ 

;_TX  ' 

75146 

jCYPRESS  FAIRBANKS  MED  CTR  HOSPtTAL  " 

'HOUSTON 

TX 

77065 

45-0718  ' 

^ROUND  ROCK  MEDICAL  CENTER 

ROUND  ROCK 

TX 

78681 

45-0730  ' 

JRINITY  MEDICAL  CENTER 

CARROLLTON 

TX 

75010 

45-0742 

"Lj*KE  POINTE  MFDI" AL  CEMTER 

rowlett 

TX 

75088 

45-0;rf3  " 

DEKTON  COMM'.i.Mi":  V  HOSPITAL 

DENTON 

TX 

76201 

45-071 ' 

PALESTINE  REGION/' L  MEDICAL  CENTER 

PALESTINE 

TX 

75801 

45-0753 

HEALTHSOUTH  Iv1E[)ICAL  CENTER 

DALLAS 

TX 

75235 

45-07C6 

2ALE  LIPSHY  UN,V  HOSP 

DALLAS 

TX 

75235 

45-0771 

PRESBYTERIAN  HOSP  OF  PIANO 

PLANO 

TX 

75093 

45-0803 

DOCTORS  HOSPITAL  TIDWELL 

'■HOUSTON 

TX 

77091 

45-0820 

METHODIST  SUGAR  LAND  HOSPITAL 

'sugar  LAND 

~TX 

77479 

45-0822 

'las  COLINAS  MEDICAL  CENTER 

'  IRVING 

TX 

75039 
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Survey  Participants 


PROVIDER  \ 

1  

NUlVlDtH 

\  CITY 

STATE 

ZIP  CODE 

45-0832 

[OHHlo  I  Uo  o  1  L/A  1  ncnir^t  nbAL  I  ri  &  WtLLPJto 

IKATY 

TX 

77450 

45-0833 

;CMMIC  DCT^IOMAI    Ai^tTrlir^Al  r'CKITJTD 

iENNlS 

TX 

75119 

45-0840 

jHHtcitJY  1  tnlAN  nUori  i  AL  KJr  ALLtiN 

i ALLEN 

TX 

75013 

45-0044 

rM^THODISTwlLLOWBROOK  HOSPITAL                      "  ~ 

!  HOUSTON 

TX 

77070 

45-084 7 " 

[MEMORIAL  HERMANN  KATY  HOSPITAL   

:KATY 

TX 

77494 

45-0848"'^ 

iMEMORlAL  HERMANN  FORT  BEND  HOSPITAL 

:  MISSOURI  CITY 

TX 

77459 

45-0862 " 

iST  LUKES  COMMUNITY  MEDICAL  CENTER  THE  WOODLANDS 

'THE  WOODLANDS 

TX 

77384 

45-0867' 

■SETON  NORTHWEST  HOSPITAL 

AUSTIN 

TX 

78759 

46-0003 

ISALT  LAKE'REGIONAi.  MEDICAL  CENTER 

SALT  LAKE  CITY 

UT 

84102 

46-0006 

: COTTONWOOD  HOSPITAL'                ' ^  " 

•-MURRAY 

UT 

84107 

46-0010 

Ilds 'hospital    "  '         "  ' 

iSALT  LAKE  CITY 

UT 

84143 

46-0015 

'LOGAN  REGIONAL  HOSPITAL 

;  LOGAN 

UT 

84341 

46-0042  _ 

liji^kEViEW  hospital' '  '  "  " 

'BOUNTIFUL 

UT 

84010 

46-0044" 

iALTA  VIEW  HOSPITAL 

•  SANDY 

UT 

84070 

46-0051       jJORDAN  VALLEY  HOSPITAL 

:  WEST  JORDAN 

UT 

84088 

52-0C08 

iWAUKESHA  MEMORIAL  HSPTL 

:  WAUKESHA 

Wt 

53186 

52-00?7 

MEQUON 

Wl 

53097 

52-0035 '  ~ 

; AURORA  SHEBOYGAN  MEM  MED  CTR'    '  " 

SHEBOYGAN 

Wl 

53081 

52*0' 138 

1  AUnUHA  ?Vlt:U  L  '  n  Or  WAorllNo  i  UN  O  I  Y 

HARTFORD 

Wl 

53027 

52-0040 

J  ST  MICHAEL  HSPTL                             '  ~' 

MILWAUKEE 

Wl 

53209 

52-0044 

ST  NICHOLAS  HOSPITAL                 "'  " 

SHEBOYGAN 

Wl 

53081 

52-0051 

^COLUMBIA  ST  MARYS  MILW'CAM'puS 

MILWAUKEE 

Wl 

5321 1 

52-0062 

■OCONOMOWOC  MEM  HSPTL 

■OCONOMOWOC 

Wl 

53066 

52-0063 

^ST  JOSEPHS  COMM  "hSPTL  WEST  b¥nD 

WEST  BEND 

Wl 

53095 

52-b070'"'" 

kuTHER  HSPTL    "    "       '               '  ' 

,EAU  CLAIRE 

Wl 

54702 

52-0078 

'  ST  FRANCIS  HOSPITAL  INC 

■MILWAUKEE 

Wl 

53215 

52-0096 

jALL  SAINTS  MED  CTPIN'C  "~ 

■RACINE 

Wl 

53405 

52-0102'  ' 

AURORA  LAKELAND  MED  CTR 

!  ELKHORN 

Wl 

53121 

52-0103 

"'community  MEMORIAL  HSPTL  ^ 

MENOMONEE  FALLS 

Wl 

53051 

52-0136 

ST  JOSEPH  REG  iVED  C  TR 

MILWAUKEE 

Wl 

53210 

52-0 '38 

"ST  LUKES  MED  C  Tf;                     "  ' 

MILWAUKEE  ' 

Wl 

53215 

52-01 40 

'COLUMBIA  HSPTL                                 -  -  - 

MILWAUKEE 

Wl 

5321 1 

52-017/ 

>ROEDTERT  MEMORIAL  LUTHERAN  h'sPTL'"  '' 

MlLVv'AUKEE 

— — 

53226 

Total  Competitor  Hospitals  above  =  320 

Additional  Competitior  Hospitals  identified  by  the  American 

.   .  





Hospital  Association  = 

43-0077 

RAPID  CITY  REGIONAL  HOSPITAL 

PAPirt  r*^jTv 

— 15 — 

— — 

43-0048' 

■LOOKOUT  MEMORIAL  HOSPITAL     "          "  "~ 

:  Or  CMnrion 

 Z?^ — 

19-0066 

LINCOLN  GENERAL  HO'SPITAL 

Ol  (CT/HM 

 — ■ 

— — 

— V3I^_^ 

28-0003 

jSRYAN  LGH  HOSPITAL 

■  LINCOLN 

NE 

68506 

28-0020 

*ST  ELIZABETH  HOSPITAL 

:  LINCOLN 

NE 

68510 

16-0^53 

'mercy  MEDICAL  CENTER                '             '~  "  ' 

O'-CUA  Of  1  T 

16-01^16 

;ST  LUKE  S  REGIONAL  MEDICAL  CEtgTER 

SIOUX  CITY  ' 

'  lA 

51 104 

37-0)93 

OKLAHOMA  UNi\/ERSifY  MEDICAL  CENTER      ' ' 

OKLAHOMA  CITY 

OK 

73104 

NOTE  The  American  Hospital  Association  was  invited  to  ask  these  hospitals  to 
submit  a  survey  These  hospitals  are  not  incsuded  m  the  total  number  of 

  — 

competitor  hospitals  to  which  CMS  sent  surveys  that  is  cited  in  the  Report  to 





Congress 

,  Additional  hospital  self-identified  as  a  Competitor  Hospital  = 

36-0152 

Ohio  He.-Jth  Corpoiation 

i  Columbus 

OH 

43228 

NOTE  This  hospit.ii  icentifiefi  i-,eif  as  a  competitor  hospital  Although  we  did  not 

senc:  a  survey  to  this  hospital,  thu  iiospitai  submitted  a  survey  response 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  CHARLES  E.  GRASSLEY 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,2006 

Question  7: 

The  Centers  for  Medicare  and  Medicaid  Services  (CMS)  have  jurisdiction  over  the  Medicaid 
program  which  is  jointly  administered  by  the  various  state  governments  in  addition  to  the  federal 
government.  Last  June,  the  Committee  held  a  hearing  entitled  "Medicaid  Fraud,  Waste  and 
Abuse:  Threatening  the  Healthcare  Safety  Net,"  which  addressed  the  vulnerabilities  that  exist  in 
the  Medicaid  program.  At  that  hearing,  a  representative  from  CMS  stated  that  there  was  no  way 
to  calculate  an  overall  error  rate  for  the  Medicaid  program  and,  subsequently,  no  way  to 
accurately  determine  how  much  money  is  lost  to  fraud,  waste,  or  abuse  in  the  Medicaid  program. 

At  a  recent  hearing  before  the  Senate  Homeland  Security  and  Government  Affairs  Committee, 
Subcommittee  on  Federal  Financial  Management  officials  from  CMS  stated  a  guess  at  Medicaid 
losses  between  5-8%  of  total  outlays  in  the  Medicaid  program.  As  Chairman  of  the  Committee  of 
jurisdiction  over  the  Medicaid  program,  I  would  like  to  know  where  this  estimate  came  from  and 
what  the  total  breakdown  in  fraud,  waste  and  abuse  to  the  Medicaid  program  is.  Accordingly, 
please  provide  a  written  response  detailing  any  estimates  for  losses  to  the  Medicaid  program  for 
fraud,  waste,  or  abuse,  including  losses  attributed  to  both  providers  and  state  governments. 

Answer: 

There  have  been  many  "guesstimates"  of  what  the  fraud  rate  might  be.  One  figure  frequently 
used  comes  from  a  then-General  Accounting  Office  (G  AO)  report  to  the  House  Committee  on 
Government  Operations  in  1992  which  stated,  in  part,  "Estimates  vary  widely  on  the  losses 
resulting  from  fraud  and  abuse,  but  the  most  common  is  1 0  percent. .  .of  our  total  health  care 
spending."  In  1994,  a  GAG  representative  testifying  before  the  same  Committee  said, 
specifically  in  reference  to  fraud  in  the  Medicaid  program,  "The  ensuing  drain  on  program  funds 
is  difficult  to  gauge,  but  state  officials  believe  it  can  be  as  high  as  1 0  percent  of  program 
expenditures." 

The  range  of  5-8  percent  that  Dennis  Smith  used  in  his  testimony  is  rough  but  a  reasonable 
approximation  based  on  formal  and  informal  estimates  that  have  been  put  forward  over  the  years. 
However,  with  the  implementation  of  the  new  Medicaid  Integrity  Program  and  its  attendant 
resources,  it  is  safe  to  say  that  this  is  something  that  CMS  will  be  looking  at  much  more  closely 
over  the  next  couple  of  years. 

Error  rate  measurement  has  been  employed  by  a  number  of  government  agencies  for  some  time. 
For  example,  in  CMS,  Medicare  measures  error  rates  through  a  program  called  Comprehensive 
Error  Rate  Testing,  or  CERT.  The  Medicare  error  rate  is  published  annually.  The  following 
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error  rates  have  been  published  for  the  last  three  years:  10.8  percent  in  FY  2003;  10.1  percent  in 
FY  2004;  and,  5.2  percent  in  FY  2005.  Other  government  agencies  conduct  error  rate 
measurement  in  their  programs.  For  example,  the  Department  of  Labor's  Unemployment 
Insurance  program  registered  error  rates  of  10.3  percent  and  10.1  percent  for  the  past  two  years, 
the  Department  of  Education's  Pell  Grant  program  published  error  rates  of  4.9  percent  and  4.5 
percent.  There  are  many  other  examples. 

In  Medicaid,  a  number  of  states  have  conducted  error  rate  studies.  For  example:  Illinois 
conducted  such  a  study  in  SFY  1 998  and  posted  a  4.72  percent  error  rate;  the  Texas  Controller's 
Office  published  error  rates  of  13.7  percent  in  the  fee-for-service  part  of  the  program  and  2.2 
percent  in  managed  care  in  SFY  2005;  North  Carolina's  SFY  2004  error  rate  was  3.3  percent; 
Oklahoma's  SFY  2005  error  rate  was  9.58  percent. 

Partly  because  there  was  no  consistency  across  states  either  in  methodology  or  frequency, 
Congress  passed  the  Improper  Payments  Information  Act  of  2002  (IPIA).  In  response  to  that 
law,  CMS  developed  the  Payment  Error  Rate  Measurement  Program  (PERM)  to  estimate  the 
amount  of  improper  payments  made  by  the  states  in  Medicaid  and  the  State  Children's  Health 
Insurance  Program  (SCHIP).  After  conducting  pilots  for  a  few  years,  CMS  implemented  a 
national  contracting  strategy  to  implement  IPIA  nationwide.  Beginning  in  FY  2006,  CMS  will 
measure  improper  payments  in  the  fee-for-ser\'ice  component  of  Medicaid.  In  FY  2007,  CMS 
will  publish  the  fee-for-service  error  rate;  m  FY  2008,  published  error  rates  will  incorporate  the 
fee-for-service,  managed  care  and  eligibility  aspects  of  both  the  Medicaid  and  SCHIP  programs. 
State-specific  error  rates  will  be  calculated,  upon  which  a  national  Medicaid  error  rate  can  be 
estimated. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Questioii  1(a): 

Why  was  your  response  delayed  until  the  evening  before  the  hearing  on  physician-owned 
specialty  hospitals? 

Answer: 

Please  be  assured  that  responses  to  the  February  1 6, 2006  and  March  29, 2006  inquiries  received 
firom  Senators  Baucus  and  Grassley  were  prioritized  by  the  Department  of  Health  and  Human 
Services  (HHS)  and  the  Centers  for  Medicare  &  Medicaid  Services  (CMS).  As  indicated  in 
communications  with  your  staff,  we  made  every  effort  to  expedite  our  responses  to  ensure  that 
you  would  have  them  prior  to  the  Senate  Finance  Committee's  May  17  hearing  on  physidan- 
owned  specialty  hospitals.  The  questions  submitted  were  multifaceted  and  complex,  requiring 
further  elaboration  fh)m  your  staff  as  evident  in  a  March  8, 2006  conference.call.  As  discussed 
during  this  call,  we  indicated  that  some  of  the  information  requested  would  take  time  to  compile 
as  it  required  specific  data  runs.  Due  to  the  complexity  associated  with  the  various  data  runs,  the 
difficulty  in  displaying  the  data  in  a  clear  manner,  and  the  difficulty  identifying  the  limitations  of 
the  data,  the  responses  were  subject  to  extensive  review  prior  to  release.  This  review  was 
critically  important  to  ensure  the  responses  were  accurate  and  understandable.  As  a  result  of  this 
review,  questions  were  identified  and  points  were  raised  that  required  additional  work  and 
clarity.  Despite  this  somewhat  lengthy  process,  we  met  our  commitm«it  of  sending  the 
responses  prior  to  the  May  1 7  hearing. 


144 


ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  l<b): 

In  our  February  14  letter,  we  asked  how  many  physician-owned  specialty  hospitals  have  policies, 
either  written  or  verbal,  that  do  not  require  a  physician  to  be  on  duty  or  on  call  when  pati«ite  are 
present.  You  responded  that  Medicare  hospital  Conditions  of  Participation  require  a  physician  to 
be  on  duty  or  on  call  at  all  times.  Given  that  Physicians'  Hospital  did  not  meet  this  standard, 
how  does  CMS  monitor  whether  hospitals  are  abiding  by  this  standard? 

Answer: 

The  Medicare  program  requires  at  42  CFR  482. 1 2(c)(3)  that  the  hospital's  governing  body  must 
ensure  that  a  doctor  of  medicine  or  osteopathy  is  on  duty  or  on  call  at  all  times:  The  expectation 
is  that  hospitals  meet  this  (and  all)  requirements  at  all  times.  CMS  evaluates  compliance  with 
this  regulation  during  onsite  hospital  surveys.  The  survey  process  affords  a  'snap  shot'  of 
compliance  at  the  time  of  the  survey.  CMS  provides  Interpretive  Guidelines  to  determine 
compliance  with  the  regulation  that  direct  the  surveyor  to — 

•  Verify  the  governing  body  has  established  and  monitors  the  enforcement  of  policies  that 
ensure  a  doctor  of  medicine  or  osteopathy  is  on  duty  or  on  call    all  times  to  provide  medical 
care  and  onsite  supervision  when  necessary; 

•  Review  the  "call"  register  and  documents  that  assure  that  a  doctor  of  medicine  or  osteopathy 
is  on  duty  or  on  call  at  all  times;  and 

•  Interview  nursing  staff  to  see  if  they  know  ( 1 )  who  is  on  call,  (2)  if  they  are  able  to  call  the 
on-call  doctor  and  speak  with  him/her  at  all  times,  and  (3)  when  appropriate,  confirm 
whether  on-call  doctors  come  to  the  hospital  to  provide  needed  care. 

If  we  receive  a  complaint  of  noncompliance  with  any  regulatory  provision,  we  investigate.  Sudi 
investigation  includes  an  onsite  hospital  survey. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  1(c): 

In  our  February  14  letter,  we  asked  how  many  physician-owned  specialty  hospitals  have  policies 
directing  hospital  staff  to  call  91 1  in  case  of  a  patient  emergency.  You  responded  that  'CMS 
does  not  collect  or  track  such  information.'  Is  it  CMS'  position  that  tracking  such  information  is 
unimportant?  Is  CMS  planning  to  track  such  information  in  the  fiiture? 

Answer: 

The  collection  or  tracking  of  the  number  of  physician-owned  specialty  hospitals  that  have 
policies  directing  hospital  staff  to  call  91 1  in  case  of  a  patient  emergency  may  have  importance. 
However,  for  a  hospital  to  call  911  is  not  a  substitute  for  having  a  physician  on  call  or  on  duty, 
and  thereby  having  its  own  capacity  to  respond  to  emergency  situations. 

More  specifically,  the  Medicare  program  requires  at  42  CFR  482.1 2(f)  that  all  Medicare- 
participating  hospitals  must  be  able  to  appropriately  address  the  emergency  needs  of  their 
patients.  However,  Medicare  participating  hospitals  are  not  required  to  offer  emergency 
services. 

For  hospitals  offering  emergency  services,  the  hospital  must  be  in  compliance  with  the 
Emergency  Services  Condition  of  Participation  at  42  CFR  482.55.  Specifically  482.55(bK  l) 
states,  "The  emergency  services  must  be  supervised  by  a  qualified  member  of  the  medical  staff." 
The  Interpretive  Guidelines  (used  by  surveyors  to  determine  compliance  with  the  regulation) 
state — 

•  A  qualified  member  of  the  medical  staff  must  be  on  premises  and  available  to  supervise  the 
provision  of  emergency  services  at  all  times  the  hospital  offers  emergency  services. 

•  A  qualified  member  of  the  medical  staff  must  be  physically  present  in  the  emergency 
department  and  available  to  directly  supervise  the  provision  of  emergency  care  to  a  patient. 

Furthermore,  there  must  be  adequate  medical  and  nursing  personnel  qualified  in  emergency  care 
to  meet  the  written  emergency  procedures  and  needs  anticipated  by  the  facility.  As  part  of  the 
survey  process,  surveyors  verify  that  there  are  "sufficient  medical  and  nursing  personnel 
qualified  in  the  needs  anticipated  by  the  facility  and  that  there  are  specific  assigned  duties  for 
emergency  care  personnel  and  a  clear  chain  of  command." 

For  those  hospitals  that  do  not  offer  emergency  services,  42  CFR  482. 12(fK2)  states — 
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"If  emergency  services  are  not  provided  at  the  hospital,  the  governing  body  must  assure  that  the 
medical  staff  has  written  policies  and  procedures  for  appraisal  of  emergencies,  initial  treatment, 
and  referral  when  appropriate." 

If  a  hospital  does  not  offer  emergency  services,  CMS'  expectation  is  that  it  be  able  to  evaluate 
the  patient's  emergency  condition,  provide  appropriate  initial  treatment,  and  refer  the  patietit  to 
another  hospital  when  appropriate.  This  referral  could  include  calling  91 L 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,2006 


Question  1(d): 

In  response  to  our  March  29  letter,  you  stated  that  CMS  has  no  method  of  tracking  the  number  of 
physician  investors  in  physician-owned  specialty  hospitals.  Yet  you  also  stated  that  during  the 
advisory  opinion  process  for  a  particular  specialty  hospital,  you  discovered  that  this  hospital 
increased  its  number  of  physician  investors  during  the  MMA-mandated  moratorium.  Please 
describe  how  you  discovered  this  increase,  and  the  steps  you  took  to  detemiine  whether  other 
specialty  hospitals  had  similarly  increased  their  number  of  physician-investors.  Finally,  is  CMS 
planning  to  create  a  method  by  which  it  could  track  the  number  of  physician  investors  in 
hospitals? 

Answer: 

We  preliminarily  determined  that  a  specialty  hospital  had  increased  the  number  of  its  physician- 
investors  past  the  time  permitted  by  the  MMA  using  information  the  hospital  submitted  with  its 
request  for  an  advisory  opinion.  After  requesting  and  receiving  additional  information  from  the 
hospital,  we  confirmed  our  preliminary  determination  and  sent  an  overpayment  notice  for 
Medicare  claims  totaUng  approximately  $1 18,000  for  service  rendered  to  patients  who  were 
referred  to  the  hospital  by  physician-investors  during  the  period  of  the  MMA  moratorium. 

We  also  attempted  to  ascertain  whether  there  were  other  hospitals  that  did  not  seek  an  advisory 
opinion  that  were  in  fact  subject  to  the  MMA  moratorium.  We  compiled  a  list  of  short  term 
acute  care  hospitals  that  received  Medicare  provider  agreements  on  or  after  November  17, 2003 
and  which  had  a  bed  capacity  of  less  than  75  beds.  From  the  resulting  list  of  78  hospitals,  we 
disregarded  those  hospitals  that  had  requested  an  advisory  opinion  or  of  which  we  were  alre^y 
aware,  as  well  as  tliose  few  hospitals  that  received  provider  agreements  after  the  expiration  of  the 
MMA  moratorium.  We  also  disregarded  hospitals  that  received  their  provider  agreem«its  prior 
to  April  1 ,  2004,  because  we  were  confident  that  any  specialty  hospital  tfiat  received  its  provider 
agreement  prior  to  that  date  would  have  been  'Hinder  development"  as  of  November  18, 2003  and 
thus  would  have  been  excepted  from  the  MMA  moratorium. 

To  determine  preliminarily  whether  any  of  the  hospitals  identified  through  the  steps  noted  above 
were  primarily  engaged  in  the  care  and  treatment  of  patients  with  a  cardiac  or  orthopedic 
condition,  or  those  receiving  a  surgical  procedure,  we  conducted  a  review  of  inpatient  claims 
data.  That  is,  we  examined  MedPAR  data  to  capture  the  percentage  of  the  hospital's  total 
discharges  that  fell  within  MDC  5,  MDC  8,  and  the  type  of  DRG  within  the  MDC  (that  is, 
medical  or  surgical).  Consistent  with  our  earlier  actions  and  the  criteria  used  by  the  Medicare 
Payment  Advisory  Commission  (MedPAC)  and  the  Government  Accountability  Office  (GAO), 
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we  established  a  threshold  whereby,  if  45  percent  or  more  of  the  hospital's  total  discharges  fell 
within  MDC  5  or  MDC  8,  or  45  percent  of  its  total  discharges  were  surgical  in  nature,  we 
considered  the  hospital  to  be  a  sp«nalty  hospital.  After  performing  the  claims  analysis  we 
arrived  at  a  final  list  of  10  hospitals. 

In  April  2006,  we  sent  a  letter  to  each  of  the  10  hospitals,  requiring  information  concerning  flje 
ownership  of  the  hospital  and  the  nature  of  the  service  performed.  Based  on  the  information  we 
received  in  re^nse  to  the  letter,  we  determined  that  two  hospitals  were  likely  to  have  been 
under  development,  and  thus  excepted  from  the  MMA  moratorium.  The  responses  also  indicated 
that  two  hospitals  did  not  have  physician-owners  and  two  hospitals  had  not  submitted  bills  to 
Medicare  for  the  period  during  the  moratorium.  Information  submitted  by  four  hospitals 
indicated  that  they  were  subject  to  the  MMA  moratorium.  Overpayment  notices  wctc  sent  in 
July  2006  to  the  four  hospitals,  demanding  repayment  of  approximately  $12.1  million  in  the 
aggregate.  Each  of  the  four  hospitals  submitted  rebuttal  statements  and  supporting 
documentation,  which  demonstrated  that  they  were  not  subject  to  the  MMA  moratorium  because 
each  hospital  was  ''undCT  developm^t"  as  of  November  18, 2003. 

With  regard  to  creating  a  method  by  which  we  can  trade  the  number  of  physician  investors  in 
hospitals,  section  1877(0  of  the  Social  Security  Act  allows  the  Secretary  to  collect,  in  such  form, 
manner,  and  at  such  times  as  the  Secretary  shall  specify,  "information  concCTning  [an]  entity's 
ownership,  investment  and  compensation  arrangements,  including"  (1)  the  covered  items  and 
services  ftimishwl  by  the  provider  or  supplier,  and  (2)  the  names  and  unique  physician 
identification  numbers  (UPINs)  of  all  physicians  (or  their  immediate  family  manbers)  with  an 
ownership  or  investm^it  interest,  or  compaisation  arrangement.  The  implementing  regulation, 
42  CFR  §  41 1 .361 ,  states  that  CMS  and  the  HHS  Office  of  Inspector  General  (OIG)  may  require 
entities  to  submit  information  concerning  their  financial  arrangements  (ownership,  investment,  or 
compensation)  with  a  physician  (or  his  or  her  immediate  family  member),  inducting  the  name 
and  UPIN  of  each  physician-owner  or  investor,  and  the  extent  and/or  value  of  the  ownership  or 
investment  interest  or  compensation  arrangement  Therefore,  we  believe  the  stamte  and  the 
regulation  provide  the  necessary  authority  for  requiring  hospitals  to  disclose  the  names  of 
physician-owners  or  investors,  the  nature  and  extent  of  their  interests,  and  information 
concerning  any  possible  compensation  arrangements  such  as  loans,  or  profit  distributions, 
dividends,  or  other  payments  made  by  the  hospital  to  the  physicians. 

CMS  will  require  hospitals  to  provide  informatics  on  a  periodic  basis  concerning  their 
investment  and  compensation  relationships  with  physicians  through  a  regular  disclosure  process. 
We  have  not  yet  designed  the  process,  but  will  consider  such  issues  as  whetho"  we  should  (1) 
survey  all  hospitals  annually,  (2)  stagger  our  survey  so  that  all  hospitals  are  queried  but  not  all  in 
the  same  year,  and/or  (3)  focus  our  inquiry  on  certain  types  of  relationships  or  certain  hospitals. 
We  will  also  consider  whether,  having  once  provided  information,  hospitals  need  submit  only 
updated  information  on  a  yearly  or  other  periodic  basis.  Failure  to  disclose  the  information 
sought  in  a  timely  manner  can  result  in  civil  monetary  penalties  of  up  to  $1 0,000  for  eadi  day 
beyond  the  deadline  established  for  disclosure  (which  in  all  cases  must  be  at  least  30  days). 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,2006 


Question  1(e): 

In  response  to  our  March  29  letter,  you  stated  that  CMS  has  no  mechanism  in  place  to  track  the 
number  of  beds  for  which  a  hospital  is  licensed.  Is  it  CMS'  position  that  tracking  such 
information  is  unimportant?  Is  CMS  planning  to  add  a  mechanism  by  which  it  could  track  such 
information  in  the  fbture? 

Answer: 

Tracking  the  number  of  beds  for  which  a  hospital  is  licensed  may  have  importance.  CMS  has 
periodically  captured  the  number  of  hospital  licensed  beds.  However,  there  have  been  data 
challenges,  e.g.,  some  states  count  all  licensed  beds  whether  from  the  general  hospital  or  from 
the  distinct  part  of  the  hospital.  For  example,  a  hospital  may  have  a  higher  number  of  licmsed 
beds  than  are  actually  operational  or  certified.  In  addition,  hospitals  often  adjust  beds  that  are 
actually  in  use  based  on  staffing  or  retention  of  highly  specialized  medical  personnel.  As  a 
result,  this  snapshot  of  a  hospital's  hcensed  beds  may  have  limited  usefulness. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  2: 

The  *^vhole  hospital"  exception  for  physician  self-referrals  seems  to  have  diffCTent  application 
for  physician-owned  specialty  hospitals  than  it  does  for  general  hospitals.  Do  you  believe  that 
the  whole  hospital  exception  should  apply  the  same  to  a  400-bed  full  service  hospital  as  it  does 
to  a  4-bed  surgical  hospital?  As  CMS  is  responsible  for  enforcing  the  ban  on  physician  self- 
referrals,  do  you  apply  the  whole  hospital  exception  differently  depending  on  the  type  of 
hospital?  If  so,  what  are  the  differences  in  application?  If  not,  why  not? 

Answer: 

Although  some  have  argued  that  physician  ownership  in  specialty  hospitals,  because  of  their 
limited  size,  is  more  akin  to  ownership  of  a  department  of  a  hospital  and,  thus,  is  inconsistent 
with  the  whole  hospital  excqjtion,  the  Congress  did  not  enact  an  absolute  bar  to  physician 
ownership  of  small  facilities.  The  physician  self-referral  statute  allows  physician  ownership  of 
any  hospital  regardless  of  its  size,  including  ownership  in  small  community  hospitals,  and  also 
allows  physician  ownership  of  rural  facilities  (including,  but  not  limited  to,  hospitals),  regardless 
of  their  size.  Ultimately,  the  Congress  must  decide  whether  physician  investment  in  ^>ecialty 
hospitals  should  be  treated  like  ownership  in  these  otho*  hospitals  and  facilities  or  whetiier  it 
calls  for  different  treatment. 


ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,2006 


Question  3: 

CMS  began  a  suspension  on  enrollment  for  specialty  hospitals  while  it  considered  the  correct 
definition  of  hospital.  Please  describe  in  detail  the  current  definition  and  the  changes  CMS  is 
considering  to  account  for  physician-owned  specialty  hospitals. 

Answer: 

Section  1861(e)  of  the  Social  Security  Act  provides  that,  in  order  to  be  a  "hospital,"  an  institution 
must  be  primarily  engaged  in  providing  care  to  inpatients.  Some  entities  providing  specialty  care 
may  concentrate  primarily  on  outpatient  care  and  consequently  do  not  meet  the  definition  of 
"hospital"  in  section  1861(e)  of  the  Social  Security  Act.  Specialty  hospitals  could  be  denied  a 
provider  agreement  if  it  were  determined  that  they  did  not  meet  the  definition  of  a  "hospital," 
and  specialty  hospitals  operating  under  an  existing  Medicare  provider  agreement  could  have  such 
agreement  terminated  if  they  did  not  satisfy  the  definition  of  a  "hospital." 

At  the  time  we  began  the  enrollment  suspension,  we  were  concerned  that  some  specialty 
hospitals  may  not  meet  the  definition  of  a  "hospital."  Therefore,  we  wanted  to  be  assured  that, 
given  their  limited  focus,  specialty  hospitals  meet  such  core  requirements  that  we  determine  are 
necessary  for  the  health  and  safety  of  Medicare  beneficiaries.  To  address  these  concerns,  we 
reviewed  Medicare's  current  standards  for  approval  for  participation  and  payment  to  determine 
whether  additional  or  different  standards  should  apply  to  specialty  hospitals  in  light  of  the 
focused  nature  of  their  services.  In  doing  so,  we  conferred  with  State  survey  and  certification 
units,  and  the  organizations  that  accredit  hospitals  (that  is,  the  Joint  Commission  on  the 
Accreditation  of  Healthcare  Organizations  (JCAHO)  and  the  American  Osteopathic  Association 
(A OA));  and  we  assessed  whether  revisions  to  our  standards  for  enrolling  specialty  hospitals 
would  be  appropriate  based  on  the  requirements  of  the  Emergency  Medical  Treatment  and  Labor 
Act  (EMTALA). 

The  issue  of  how  to  determine  whether  a  facility  was  primarily  engaged  in  fiimisbing  services  to 
inpatients  was  discussed  during  a  September  30, 2005  Special  Open  Door  Forum. 
Representatives  of  both  community  and  specialty  hospital  associations  opposed  the  adoption  of  a 
fixed  definition  of  "primarily  engaged  in  furnishing  services  to  inpatients."  Some  associations 
recognized  that,  given  advances  and  improvements  in  medical  technology,  many  procedures  that 
previously  could  only  be  performed  on  an  inpatient  basis  can  now  be  safely  performed  on  an 
outpatient  basis.  In  addition,  commimity  hospital  associations  opposed  a  fixed  standard  because 
some  small  rural  hospitals  might  not  meet  new  requirements. 
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We  have  not  yet  identijfied  any  quantitative  method,  such  as  percentage  of  services,  or  ratio  of 
inpatient-to-outpatient  services,  that  could  be  used  without  disqualifying  both  community 
hospitals  and  specialty  hospitals.  Therefore,  we  currently  do  not  intend  to  define  by  regulation 
the  statutory  requirement  that  a  hospital  is  an  entity  that  is  "primarily  engaged"  in  furnishing 
services  to  hospital  inpatients  for  the  purpose  of  differentiating  specialty  hospitals  from 
community  hospitals.  Instead,  we  will  continue  to  interpret  "primarily  engaged"  on  a  case-by- 
case  basis  as  we  continue  to  explore  other  options  for  addressing  this  issue. 

Currently,  the  provider  enrollment  form — the  CMS-855A — does  not  distinguish  between 
specialty  hospitals  and  other  types  of  hospitals.  We  will  propose  changing  the  CMS-855A  to 
capture  whether  the  applicant  hospital  is,  or  is  projected  to  be,  a  specialty  hospital.  We  will  need 
to  define  specialty  hospital  (for  example,  the  definition  could  be  limited  to  cardiac,  orthopedic 
and  surgical  hospitals  or  could  include  other  types  of  specialty  hospitals,  such  as  women's 
hospitals)  and  establish  criteria  for  determining  the  area  of  focus  (for  example,  a  certain 
percentage  of  discharges  occurring  or  projected  to  occur  within  certain  MDCs).  In  advance  of 
any  change  to  the  CMS-855A,  we  will  instruct  the  fiscal  intermediaries  to  begin  capturing  data 
through  contacting  those  hospitals  that  check  the  hospital  box  on  the  CMS-855A,  and  inquire 
whether  they  are,  or  plan  to  be,  a  specialty  hospital. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,2006 


Question  4: 

You  said  at  the  hearing  that  CMS  lacked  the  authority  to  extend  the  enrollment  suspension 
currently  in  effect.  Please  provide  a  detailed  explanation  for  that  statement,  including  an  analysis 
of  the  basis  for  CMS'  authority  to  enact  the  enrollment  suspension  mitially  in  June  2005,  as  well 
as  the  limitations  on  that  authority  you  believe  prevent  you  from  extending  the  moratorium  when 
it  expires  later  this  year. 

Answer: 

On  May  12,  2005,  Mark  B.  McCIellan,  M.D.,  Ph.D.,  the  Administrator  of  CMS,  testified  before 
the  House  Committee  on  Energy  and  Conmierce  and  presented  four  key  recommendations 
regarding  specialty  hospitals.  First,  Dr.  McCIellan  stated  that  CMS  would  analyze  MedPAC's 
recommendations  to  improve  the  accuracy  of  the  payment  rates  for  inpatient  hospital  services. 
Second,  CMS  would  reform  payment  rates  for  ambulatory  surgical  centers  to  reduce  incentives 
to  form  a  specialty  hospital  simply  to  take  advantage  of  higher  payment  rates  undCT  the  Medicare 
outpatient  prospective  payment  system.  Third,  CMS  would  engage  m  closer  scrutiny  of  whether 
specialty  hospitals  meet  the  definition  of  a  hospital  in  section  1861(e)  of  the  Social  Security  Act. 
Fourth,  CMS  would  carefully  review  its  criteria  for  enrolling  new  specialty  hospitals  into  the 
Medicare  program. 

We  stated  that,  while  we  were  looking  at  the  procedures  for  enrolling  new  specialty  hospitals,  we 
would  instruct  the  CMS  regional  offices  not  to  issue  new  specialty  hospital  provider  agreements 
or  authorize  an  initial  survey  by  the  State  survey  agency  for  new  specialty  hospitals.  Medicare 
fiscal  intermediaries  would  be  instructed  to  refrain  from  processing  further  new  provider 
enrollment  applications  for  specialty  hospitals  during  a  six-month  period. 

Section  5006  of  the  Deficit  Reduction  Act  (DRA)  directed  CMS  to  continue  the  suspension  on 
enrollment  that  we  instituted  on  June  9,  2005  until  the  earlier  of  the  date  that  the  Secretary 
submits  the  final  report,  or  the  date  that  is  six  months  atter  the  date  of  enactment  of  the  DRA 
(August  8,  2006),  and  that,  if  the  final  report  is  not  issued  by  August  8,  2006,  the  suspension  is  to 
be  continued  for  an  additional  two  months.  Thus,  because  the  Confess  provided  for  definite 
end  dates  for  the  suspension,  including  an  end  date  in  the  event  that  the  final  report  was  not 
issued  by  August  8,  2006,  we  question  whether  we  would  have  the  authority  to  continue  the 
suspension  beyond  the  time  specifically  provide  for  in  section  5(X)6  of  the  DRA.  That  is,  we 
believe  that  the  end  dates  specified  by  the  Congress  may  not  be  simply  an  end  to  the  mandate  for 
the  suspension,  but  may  be  an  end  to  the  authorization  for  the  suspension. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17, 2006 


Question  5: 

In  response  to  question  5  from  our  February  14  letter,  you  noted  that  Physicians*  Hospital  was 
c«tified  to  participate  in  the  Medicare  program  effective  January  26, 2005,  having  met  all 
participation  requirements.  Please  explain  how  CMS  determined  that  Physicians'  met 
Medicare's  Condition  of  Participation  requiring  that  a  hospital  always  have  a  physician  either  on 
duty  or  on  call  (42  CFR  482.12(c)(3)). 

Answer: 

In  January  2005,  Physicians*  Hospital  r^juested  an  initial  catification  survey  from  the  Oregon 
State  Survey  Agency.  When  the  Oregon  State  Survey  Agency  completed  the  initial  certification 
survey.  Physicians'  Hospital  was  found  in  compliance  with  all  applicable  hospital  Conditions  of 
Participation  related  to  physician  services,  specifically,  that  physicians  be  on  duty  or  on-call  with 
coverage  24  hours  per  day.  Deficient  practices  were  limited  to  Life  Safety  Code  findings. 
Physicians'  Hospital  submitted  an  acceptable  Plan  of  Correction,  and  received  approval  of 
certification  from  the  Oregon  State  Survey  Agency,  effective  January  26, 2005. 


155 


ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  6: 

As  was  discussed  at  the  hearing,  physicians  are  not  required  to  disclose  their  ownership  interest 
in  a  specialty  hospital.  Does  CMS  support  instituting  such  a  requirement?  Could  such  a 
requirement  be  incorporated  into  the  Medicare  provider  agreement? 

Answer: 

Section  5006  of  the  DRA  requires  CMS  to  consider  the  issue  of  annual  disclosure  of  investment 
information.  Accordingly,  we  first  considered  whether  we  have  existing  authority  to  require 
specialty  or  other  hospitals  to  provide  us  with  investment  information  on  a  routine  basis.  Such 
information  could  include  the  names  of  investors,  the  percentage  of  their  shares,  and  the  returns 
on  their  investments,  as  well  as  other  information  that  would  pertain  to  whether  the  return  was 
proportional  to  the  capital  invested  or  whether  the  investments  were  bona  fide. 

Section  1 877(f)  of  the  Social  Security  Act  allows  the  Secretary  to  collect,  in  such  form,  manner, 
and  at  such  times  as  the  Secretary  shall  specify,  "information  concerning  [an]  entity's  ownership, 
investment  and  compensation  arrangements,  including"  (1)  the  covered  items  and  services 
furnished  by  the  provider  or  supplier;  and  (2)  the  names  and  unique  physician  identification 
numbers  (UPfNs)  of  all  physicians  (or  their  immediate  family  members)  with  an  ownership  or 
investment  interest,  or  compensation  arrangement.  The  implementing  regulation,  42  CFR  § 
41 1 .361,  states  that  CMS  and  the  HHS  OIG  may  require  entities  to  submit  information 
concerning  their  financial  arrangements  (ownership,  investment,  or  compensation)  with  a 
physician  (or  his  or  her  immediate  family  member),  including  the  name  and  UPIN  of  each 
physician-owner  or  investor,  and  the  extent  and/or  value  of  the  ownership  or  investment  interest 
or  compensation  arrangement.  Therefore,  we  believe  the  statute  and  the  regulation  provide  the 
necessary  authority  for  requiring  hospitals  to  disclose  the  names  of  physician-owners  or 
investors,  the  nature  and  extent  of  their  interest,  and  information  concerning  any  possible 
compensation  arrangement,  such  as  a  loan,  or  profit  distributions,  dividends,  or  other  payments 
made  by  the  hospital  to  the  physicians.  We  note  that  failure  to  disclose  the  information  sought  in 
a  timely  manner  can  result  in  civil  monetary  penalties  of  up  to  $10,000  for  each  day  beyond  the 
deadline  established  for  disclosure  (which  in  all  cases  must  be  at  least  30  days). 

We  will  require  hospitals  to  provide  us  information  on  a  periodic  basis  concerning  Uidr 
investment  and  compensation  relationships  with  physicians  through  a  regular  disclosure  process. 
We  have  not  yet  designed  the  process,  but  will  consider  such  issues  as  whether  we  should  (I) 
survey  all  hospitals  annually,  (2)  stagger  our  survey  so  that  all  hospitals  are  queried  but  not  all  in 
the  same  year,  and/or  (3)  focus  our  inquiry  on  certain  types  of  relationships  or  certain  hospitals. 


156 


We  will  also  consider  whether,  having  once  provided  information,  hospitals  need  only  submit 
updated  information  on  a  yearly  or  other  periodic  basis. 

We  believe  that  a  well-crafted  disclosure  requirement,  which,  at  a  minimum,  would  r^juire 
hospitals  to  disclose  to  patients  whether  they  are  physician-owned  and,  if  so,  the  names  of  the 
physician-owners,  is  consistent  with  our  approach  that  hospitals  should  be  transparent  as  to  their 
pricing  and  their  quality  outcomes.  A  well-educated  consumer  is  essential  to  improving  the 
quality  and  efficiency  of  our  healthcare  system.  Accordingly,  we  are  exploring  a  change  to  our 
regulations,  either  related  to  hospital  Conditions  of  Participation  or  provider  agreement 
requirements,  to  require  hospitals  to  disclose  to  patients  investment  interests,  and  possibly  certain 
compensation  arrangements,  with  physicians  who  refer  to  the  hospital. 
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ANSWERS  FOR  THE  RECORD 
TO  QUESTIONS 
SUBMITTED  BY  SENATOR  MAX  BAUCUS 
FROM  THE  SENATE  FINANCE  COMMITTEE  HEARING  ON 
PHYSICIAN-OWNED  SPECIALTY  HOSPITALS 
May  17,  2006 


Question  7: 

Your  May  1 6  response  noted  that  many  of  your  findings  on  specialty  hospitals  were  incomplete, 
based  on  preliminary  analysis.  Please  provide  updated  answers  to  questions  4, 6, 7  and  8  from 
our  February  14  letter,  and  question  5  and  7  from  our  March  29  letter. 

Answer: 

Updated  Responses  to  February  14.  2006  Letter 

(1 )  Question  4  asked  for  a  list  of  payments,  including  the  type  of  procedure,  to  Physicians' 
Hospital  by  Medicare  or  Medicaid  for  any  services  rendered  during  or  after  the  physician-owned 
specialty  hospital  moratorium  (November  1 8,  2003  -  Present). 

Physicians '  Hospital  was  certified  to  participate  in  the  Medicare  program  as  a  hospital,  effective 
January  26,  2005.  Please  find  attached  a  list  of  Medicare  payments  to  Physicians '  Hospital  for 
2005  and  2006. 

(2)  Question  6  asked  if  CMS  was  aware  of  any  other  physician-owned  specialty  hospitals  that 
received  provider  agreements  during  the  moratorium  without  applying  for  the  requested  advisory 
opinion,  and  if  so,  to  provide  a  list  of  the  hospitals  and  a  reason  why  CMS  granted  a  provider 
agreement. 

CMS  attempted  to  ascertain  whether  there  were  other  hospitals  that  did  not  seek  an  advisory 
opinion  as  to  whether  they  were  subject  to  the  MMA  moratorium  but  which,  in  fact,  were 
specialty  hospitals  and  which  may  have  violated  the  moratorium.  We  identified  10  hospitals  that 
potentially  could  be  specialty  hospitals  and  we  requested  information  from  them  to  determine 
whether  they  were  subject  to  the  moratorium  and,  if  so,  whether  they  complied  with  the 
moratorium.  In  July  2006,  CMS  sent  overpayment  notices  to  four  hospitals  that,  based  upon  a 
review  of  Medicare  data,  were  found  to  be  specialty  hospitals.  Each  of  the  four  hospitals 
submitted  rebuttal  statements  and  supporting  documentation  which  demonstrated  that  they  were 
not  subject  to  the  MMA  moratorium  because  each  hospital  Mm  "under  development "  asof 
November  18,  2003. 

(3)  Question  7  asked  if  CMS  knew  of  any  other  physician-owned  specialty  hospital  similar  to 
Physicians'  that  may  have  opened  during  the  moratorium  utilizing  a  provider  agreement  fix)m  a 
facility  that  existed  prior  to  the  moratorium,  and  if  so,  provide  a  list  of  such  facilities  and  provide 
a  detailed  explanation  as  to  why  CMS  approved  them  during  the  moratorium. 
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CMS  is  not  aware  of  any  other  physician-oymed  specialty  hospitals  (other  than  Physicians ' 
Hospital)  that  may  have  opened  during  the  moratorium  utilizing  a  provider  agreement  from  a 
facility  that  existed  prior  to  the  moratorium.  If  a  physician-owned  hospital  opened  during  the 
moratorium  and  wished  to  utilize  a  provider  agreement  from  a  facility  that  existed  prior  to  the 
moratorium,  a  new  enrollment  application  (CMS-855-A)  would  have  been  submitted  to  the  fiscal 
intermediary  regarding  a  change  of  ownership  and  the  application  would  have  been  processed. 

(4)  Question  8  asked  for  a  list  of  all  specialty  hospitals  that  received  any  payment  from  Medicare 
and  Medicaid  from  November  18, 2003,  throu^  June  8,  2005,  including  the  name  of  the  facility, 
the  location,  contact  information  for  the  facility,  and  the  total  amount  of  Medicare  and  Medicaid 
funds  received  by  the  facility. 

Please  find  attached  a  list  of  hospitals  that  qualify  as  specialty  hospitals  or  potentially  could 
qualify  as  specialty  hospitals  (including  hospitals  that  requested  advisory  opinions)  under 
section  507  of  the  MM  A  that  received  any  payment  from  Medicare  from  November  18,  2003 
through  June  8.  2005.  This  document  replaces  the  document  you  received  earlier  (referred  to  as 
Attachment  2),  which  only  listed  hospitals  that  received  Medicare  payments  during  calendar 
year  2004. 

Updates  to  Responses  to  March  29. 2006  Letter 

(1)  Question  5  asked  for  a  list  of  all  hospitals  that  qualify  as  a  "specialty  hospital"  undcar  section 
507  of  the  MM  A  (codified  at  42  U.S.C.  1395nii(h)),  including  the  name  of  the  facility,  the 
Medicare  provider  number  of  the  facility,  the  geographic  location  of  the  facility,  and  the  date  that 
the  Medicare  provider  number  was  granted  to  the  facility. 

As  noted  in  the  updated  response  to  Question  8  from  the  February  14  letter,  please  find  attached 
a  list  of  hospitals  that  qualify  as  specialty  hospitals  or  potentially  could  qualify  as  specialty 
hospitals  (including  hospitals  that  requested  advisory  opinions)  under  section  507  of  the  MMA 
that  received  any  payment  from  Medicare  from  November  18,  200S  through  June  8,  2005. 

(2)  Question  7  asked  for  a  detailed  response  outlining  how  many  specialty  hospitals  CMS  is 
currently  investigating  as  potentially  violating  the  moratorium,  including  the  name  of  the  facility, 
why  CMS  is  examining  a  certain  facility,  and  the  current  status  of  any  investigation. 

CMS  attempted  to  ascertain  whether  there  were  other  hospitals  that  did  not  seek  an  advisory 
opinion  as  to  v>>hether  they  were  subject  to  the  MMA  moratorium  but  which,  in  fact,  were 
specialty  hospitals  and  which  may  have  violated  the  moratorium.  CMS  identified  10  hospitals 
that  potentially  could  be  specialty  hospitals  and  w  e  requested  information  from  them  to 
determine  whether  they  were  subject  to  the  moratorium  and,  if  so.  whether  they  complied  with 
the  moratorium.  In  July  2006,  CMS  sent  overpayment  notices  to  four  hospitals  that,  based  upon 
a  review  of  Medicare  data,  were  found  to  be  specialty  hospitals.  Each  of  the  four  hospitals 
submitted  rebuttal  statements  and  supporting  documentation  which  demonstrated  that  they  were 
not  subject  to  the  MMA  moratorium  because  each  hospital  was  "under  development "  as  of 
November  18,  2003. 
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PHYSICAN-OWNED  HOSPITALS 
AND  THEIR  IMPACT  ON  COMMUNITY  HOSPITALS 
Testimony  Submitted  to  the  Senate  Finance  Committee  by 
Cindy  Morrison 
May  17,2006 

Good  Moming.  Mr.  Chairman,  Senator  Baucus  and  members  of  the  Committee,  my 
name  is  Cindy  Morrison  and  1  am  Vice  President  of  Public  Policy  at  Sioux  Valley  Health 
System  in  Sioux  Falls,  South  Dakota.  Located  in  the  southeast  comer  of  South  Dakota, 
Sioux  Valley  is  an  integrated  health  system  made  of  up  24  hospitals  and  over  300 
physicians  located  in  4  States  including  South  Dakota,  Minnesota,  Iowa  and  Nebraska.  It 
is  the  largest  health  system  between  Minneapolis  and  Denver.  South  Dakota  is  a  small 
state  with  a  total  population  of  roughly  750,000  but  has  8  physician-owned  specialty 
hospitals,  some  of  which  have  been  in  operation  for  over  10  years. 

I  am  here  today  on  behalf  of  the  Coalition  of  Full  Service  Hospitals,  a  grassroots 
organization  that  Sioux  Valley  founded  in  June  of  2003  to  raise  awareness  about 
problems  associated  with  physician  ownership  of  specialty  hospitals,  and  attendant 
physician  self-referral  practices.  The  Coalition  represents  20  states  and  its  membership 
includes  over  150  community  full-service  hospitals  many  of  which  have  been  directly 
affected  by  physician  self-referral. 

As  a  result  of  my  personal  experiences  both  in  South  D^ota  and  in  1 7  similarly  affected 
States  through  the  Coalition,  I  have  been  asked  to  testify  before  policy  makers  in  states 
across  the  country  regarding  the  effects  of  physician  self-referral  on  community  hospitals. 

As  I  begin  I  would  like  to  express  my  sincere  appreciation  to  Chainiian  Grassley  and 
Senator  Baucus  for  their  work  on  this  issue  and  for  allowing  me  to  be  here  today  to  share 
the  experiences  of  community  hospitals.  Community  hospitals  play  a  special  role  in  both 
urban  and  rural  communities  as  "equal  opportunity"  caregivers  that  provide  full  acute  and 
sub-acute  services  witli  out  discrimination  based  on  insurance  status  or  seriousness  of 
condition.  Specialty  hospitals,  by  contrast,  choose  to  provide  only  limited,  high-revenue 
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services  to  select,  usually  well-insured,  patients.  Where  community  hospitals  provide 
trauma,  24-hour  emergency,  surgical^  obstetrics  and  other  services,  specialty  hospitals 
usually  perform  only  select  services  within  specified  subset  of  classes  of  care,  i.e. 
cardiology,  and  orthopedics,  etc. 

Overview 

In  my  testimony,  I  discuss  the  central  issue  in  the  debate  over  the  appropriateness  of 
physician-owned  specialty  hospitals — physician  self-referral  practices —  and  how  those 
practices  impact  community  hospitals  ability  to  provide  high  quality  patient  care  and 
services.  I  also  discuss  the  growth  of  physician-owned  specialty  hospitals;  government 
proposals  to  reduce  reimbursement  for  some  procedures  commonly  performed  in 
specialty  hospitals;  and  conclude  by  calling  for  the  elimination  of  one  exception  to 
federal  law  prohibiting  physician  self-referral  that  has  allowwi  physician  ownership  of 
specialty  hospitals  to  flourish. 

Physician  Admitting  Power 

Physicians  alone  are  the  only  persons  with  the  authority  to  admit  a  patient  to  a  hospital. 
Hospitals  cannot  admit  patients  and  neither  can  patients.  This  unique  responsibility  and 
trust  is  placed  solely  with  the  physician;  and  as  a  result  puts  the  physician-owners  of 
specialty  hospitals  in  a  position  to  "self-refer"  patients  away  from  community  hospitals  to 
be  admitted  to  the  specialty  hospital  they  own.  Physicians  have  a  clear  financial 
incentive  to  refer  patients  to  facilities  they  own,  like  specialty  hospitals,  because  while 
typical  physicians  get  paid  once  for  their  professional  services,  physician-owners  get  paid 
twice,  once  for  their  professional  fee  and  once  for  the  technical  fees  traditionally  paid  to 
hospitals.  Because  hospitals  cannot  admit  patients,  physician  self-referral  practices  put 
the  community  hospital  at  a  tremendous  competitive  disadvantage.  This  unusual 
competitive  set-up  puts  the  hospital  in  a  box.  The  hospital  becomes  in  effect,  a  competitor 
whose  mix  of  business  (the  patients)  is  controlled  by  its  competitive  rival  (the  physician- 
owned  facility)  through  the  incentives  of  those  who  make  the  referral  (the  physician 
investors  who  wear  two  hats).' 


•  William  J.  Lynk  and  Carina  S.  Longley,  July/August  2002,  Health  Affairs  "The  Effect  of  Physician- 
Owned  Surgicenters  on  Hospital  Outpatient  Surgery" 
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Community  Hospitals  and  Competition 

Some  have  claimed  tliat  community  hospitals  need  competition.  In  fact,  community 
hospitals  and  non  physician-owned  specialty  hospitals  such  as  children's  hospitals  and 
women's  hospitals  have  been  competing  with  each  other  since  their  inception  and  they 
welcome  the  competition  and  recognize  that  it  has  been  a  great  catalyst  for  producing 
efficiencies  and  innovations.  Although  advocates  for  physician-owned  specialty  hospitals 
have  hypotiiesized  that  the  entrance  of  specialty  hospitals  into  a  market  encourages  the 
area's  existing  general  hospitals  to  adopt  changes  and  make  them  more  efficient  and 
better  able  to  compete,  the  survey  responses  generated  by  the  Government  Accountability 
Office  (GAO)  largely  did  not  favor  this  view.^ 

We  know  that  in  a  functional  free  market,  informed  consumers  make  choices  that  force 
efficiency.  When  patients  are  faced  with  medical  challenges  however,  they  place  their 
complete  trust  in  their  physician  to  prescribe  and  direct  their  care  and  when  their 
physician  directs  or  refers  them  to  hospitals  the  physician  owns,  the  patient's  "free 
market"  choice  is  eliminated  and  patients  unknowingly  forfeit  their  opportunity  to  weigh 
their  options,  in  the  community  hospital  setting,  the  financial  incentive  is  lacking  for  a 
physician  to  direct  the  patients  other  than  to  the  most  capable  provider  is  and  the  "tree" 
market  is  retained. 

Who  are  the  Community  Hospitals  They  Impact? 

The  effects  of  self-referral  and  the  presence  of  physician-owned  specialty  hospitals  can 
affect  community  hospitals  of  all  types  and  sizes;  non-profit,  for-profit,  in  rural  and  urban 
communities  ranging  from  Spearfish,  South  Dakota  -  Population  8,800  to  Oklahoma 
City,  Oklahoma  -  Population  500,000. 


^  GAO.  April  2006,  Operational  and  ainical  Changes  Largely  Unaffected  by  Presence  of  Competing 
Specialty  Hospitals 
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A  2003  GAO  report  determined  that  physician-owned  facilities,  like  specialty  hospitals 
are  concentrated  in  States  where  Certificate  of  Need  (CON)  regulation  does  not  exist.'' 
State  CON  regulations  typically  require  health  care  facilities  to  apply  for  and  obtain  a 
certificate  that  evidences  a  community  need  for  the  designated  health  service.  Such  laws 
are  intended  to  avoid  "costly  duplication  of  services"  but  not  all  states  retain  CON  laws/ 
Locating  in  specific  regions  of  the  country  allows  the  physician-owners  to  skirt  the 
scrutiny  that  a  CON  process  would  present.  But  some  community  hospitals  located  in 
CON  states  have  not  been  protected  because  border  cities  find  themselves  affected  as 
physician-owners  locate  their  facilities  across  the  border  in  neighboring  non-CON  states. 
An  example  of  this  can  be  found  in  Sioux  City,  Iowa,  a  CON  state.  Physician-owners 
that  traditionally  practiced  at  the  community  hospitals  in  Sioux  City,  Iowa  built  a 
specialty  hospital  just  over  the  border  (less  than  six  miles)  into  South  Dakota,  a  non-CON 
state  and  steer  patients  away  from  the  community  hospital  in  Iowa  to  their  facility  located 
in  Dakota  Dunes,  South  Dakota. 

Community  Hospital  Impact 

Staff  Reductions.  Weakened  Financial  Condition 
Ruston,  Louisiana 

Lincoln  General  Hospital,  located  in  Ruston,  Louisiana  was  a  financially  strong 
community  hospital  with  historical  operating  margins  in  the  3-4  percent  range  according 
to  Tom  Stone,  CEO.  In  2003,  a  physician-owned  specialty  hospital.  Green  Clinic 
Surgical  opened.  The  owners  of  this  physician-owned  specialty  hospital,  which  is  located 
directly  adjacent  to  Lincoln  General,  represent  65  percent  of  Lincoln's  active  medical 
staff. 

Lincoln  General  recognized  the  potential  impact  of  the  loss  of  their  profitable  surgical 
business.  In  an  attempt  to  return  some  of  their  profitable  procedures,  they  added  two 
general  surgeons.  Despite  the  addition  of  these  two  new  surgeons,  Lincoln  General  saw 
their  surgical  patient  volume  drop  by  35  percent.  This  was  the  result  of  physician  steering 

'  GAO-04-167  (October  22,  2003),  pg.  15  "Specialty  Hospitals:  Geographic  Location,  Services  Provided, 
and  Financial  Performance." 

*  Ellen  Jan  Schneiter,  Trish  Riley,  Jill  Rosenthal,  Rising  Health  Care  Costs:  Stale  Health  Cost  Containment 
Approaches,  National  Academy  for  State  Health  Policy,  June  2002 
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of  surgical  business  away  from  the  community  hospital  to  the  physician-owned  specialty 
hospital. 

In  their  last  fiscal  year,  Lincoln  General  has  lost  over  $8  million  in  operating  margins  as  a 
result  of  the  physician-owned  specialty  hospital.  Tliis  rapid  decline  in  operating  margins 
impacted  the  community  hospital  negatively  in  several  ways: 

Lincoln  General  is  having  difficult  meeting  debt  service  and  bond  covenant  ratios 
In  April  2006,  Moody's  Investor  Services  downgraded  Lincoln  General's  bond  rating 
citing  "increased  competitive  pressure,  primarily  fi:om  a  large  physician  group."^ 

In  response  to  the  downgrade  and  covenant  requirement,  Lincoln  General  faces  difficult 
decisions  ahead.  Drastic  expense  reductions  are  being  made,  including  a  20  percent  staff 
reduction,  in  an  attempt  to  improve  financial  performance. 

West  Bend.  Kansas 

Great  Bend,  Kansas  is  a  small  rural  community  located  in  Central,  Kansas  with 
approximately  15,000  people  and  one  community  hospital.    Prior  to  the  opening  of  the 
physician-owned  Surgical  and  Diagnostic  Center,  the  community  hospital.  Central 
Kansas  Medical  Center  performed  approximately  3,300  outpatient  surgeries.  After  the 
opening  of  the  physician-owned  facility,  the  community  hospital  lost  60  percent  of  their 
outpatient  surgeries  and  was  forced  to  downsize  their  workforce  by  over  100  full-time 
equivalents.  The  community  hospital  is  operating  at  a  -0.2  percent  margin  while  the 
physician-owned  specialty  hospital  is  enjoying  a  1 7  percent  margin  according  to  cost 
reports  filed  in  2005  and  2004,  respectively. 

Emergency  Room  Crises  and  Recruitment  Challenges 

Rapid  City,  South  Dakota 
The  entrance  of  physician-owned  specialty  hospitals  has  placed  some  trauma  and 
emergency  services  in  the  community  hospital  at  risk.^  Across  the  country,  physician 


'  Moody's,  April  24,  2006,  New  York,  "Moody's  downgrades  to  Bal  from  Baa3  Lincoln  Health  System's 
Bond  Rating" 
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specialists  such  as  neurosurgeons,  cardiac  surgeons  and  orthopedic  surgeons  are 
increasingly  unwilling  to  participate  in  community  hospital's  "on  call"  lists. This 
problem  is  further  intensified  by  tiie  entrance  of  physician-owned  specialty  hospitals 
because  physician-owners  are  less  apt  to  care  for  emergency  patients  in  the  community 
hospitals  and  often  rely  on  the  resources  of  the  community  hospital's  emergency  room 
when  a  patient  in  their  facility  experiences  coraphcations  that  they  are  not  equipped  to 
handle.  An  example  of  this  happened  in  the  Black  Hills  of  South  Dakota  with  disturbing 
consequences  for  patients  and  for  the  community  hospital.  Before  the  physician  owners 
built  tiieir  own  specialty  hospital,  they  provided  emergency  room  neurosurgical  coverage 
for  the  community  hospital  When  the  neurosurgeon-owners  of  the  Black  Hills  Surgery 
Center  abandoned  taking  ER  call  at  Rapid  City  Regional,  the  local  full-service 
community  hospital,  the  community  hospital  was  left  with  insufficient  neurosurgery 
coverage.  Community  hospital  officials  attempted  to  remedy  the  situation  by  using 
locum  tenens  physicians  (physicians  who  practice  intermittently  within  the  State  but 
reside  outside  elsewhere)  and  two  hospital-employed  physicians  to  provide  coverage,  but 
this  situation  proved  difficult  to  maintain  and  was  very  costly  with  expenses  reaching 
nearly  a  million  dollars.  Recruitment  of  permanent  neurosurgeons  vvas  also  a  challenge 
because  there  were  already  six  neurosurgeons  in  the  community.  Because  the  Black  Hills 
region  is  home  to  only  one  tertiary  medical  center  ER,  patients  with  immediate 
neurosurgical  needs  were  transferred  hundreds  of  miles  away  when  gaps  in  neurosurgical 
coverage  occurred.  Ironically,  this  all  occurred  during  the  time  of  the  annual  Sturgis 
Motorcycle  Rally  when  over  500,000  motorcycle  enthusiasts  converge  in  the  Black  Hills. 
South  Dakota  does  not  have  a  helmet  law  and  the  incidence  of  head  injuries  and  trauma 
typically  increases  during  this  time  making  adequate  neurosurgical  coverage  in  the 
emergency  room  even  more  critical.  This  South  Dakota  experience  demonstrates  the 
access,  recruitment,  and  emergency  room  challenges  that  physician-owned  specialty 
hospitals  exacerbate. 


*  February  2005,  McManis  Study,  "The  Impact  of  Physician-owned  Limited-Service  Hospitals:  A  summary 
of  Four  Case  Studies 

^  November  2001,  Maguire,  Phyllis,  "Wanted:  Doctors  Willing  to  Take  ER  CaU",  ACP-SIM  Observer, 
American  College  of  Physicians-American  Society  of  Internal  Medicine 
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Checks  and  Balances  in  a  Community  Hospital  vs.  a  Pbysician-Owned  Hospital 

Certain  checks  and  balances  present  in  the  community  hospital  are  not  present  in  a 
physician-owned  specialty  hospital.  Since  the  physicians  own  the  hospital  and  are 
therefore  the  employers,  nurses,  other  employees  and  even  other  physicians  are  reluctant, 
fearful  or  do  not  have  a  mechanism  to  report  or  deal  with  disruptive  conduct  or  clinical 
incompetence  on  the  part  of  physician-owners.  Further,  in  most  communities  where 
physician-owned  facilities  exist,  the  physician-owners  remain  on  the  staff  of  the 
community  hospital.  The  conflicted  interests  of  the  physician-owners  causes  them  to 
disrupt  operations  of  the  community  hospital,  some  examples  of  which  include  "insider 
recruiting'*  of  key  staff,  disparaging  the  community  hospital  leadership  and  their 
management  decisions  to  employees,  and  encouraging  other  non-physicians  to  become 
investors  and  pull  their  business  from  the  community  hospital.  Physician-owners  who 
continue  to  practice  at  the  community  hospital  also  have  access  to  key  inside  information 
that  may  be  helpful  to  their  hospital  at  the  expense  of  the  community  hospital. 

Growth  of  Physician-Owned  Specialty  Hospitals 

In  November  of  2003,  Congress  approved  the  Medicare  Prescription  Drug  Improvement 
and  Modernization  Act  which  included  an  1 8-month  moratorium  on  new  physician- 
owned  facilities  along  with  a  number  of  limits  on  grandfathered  facilities.  The 
moratorium  effectively  prevented  the  expansion  of  physician-investors  and/or  additional 
beds  to  existing  physician-owned  specialty  hospitals.  The  grandfathering  exception  also 
permitted  referrals  to  physician-owned,  limited  service  facilities  determined  by  the 
Secretary  to  be  in  operation  or  *\inder  development"  as  of  November  18,  2003.  Congress 
also  directed  the  Medicare  Payment  Advisory  Commission  (MedPAC)  and  the 
Department  of  Health  and  Human  Services  to  conduct  studies  during  the  moratorium  and 
to  recommend  legislative  and  administrative  changes.  ^ 

A  number  of  activities  occurred  during  the  moratorium.  The  moratorium  slowed  the 
growth  of  physician-owned  specialty  hospitals  but  almost  immediately,  prospective 


Medicare  Prescription  Drug,  Improvement,  and  Moderrjization  Act  of 2003 
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physician-owners,  consultants  and  attorneys  began  looking  at  ways  around  the 
moratorium.  The  federal  Centers  for  Medicare  and  Medicaid  (CMS)  received  claims  for 
payment  from  some  specialty  hospitals  who  believed  they  met  the  guidelines  for  "under 
development"  as  of  November  1 8, 2003.  Clearly,  at  least  one  physician-owned  specialty 
hospital.  Northeast  Portland  Physician's  Hospital  was  operating  in  violation  of  the 
moratorium. 

The  moratorium  expired  on  June  8,  2005.  Although  CMS  announced  that  they  would  not 
approve  any  new  physician-owned  specialty  hospitals  until  February  2006,  existing 
facilities  began  recruiting  new  investors,  expanding  services,  and  adding  additional  beds.* 

Payment  Changes  Alone  Will  Not  Address  Physician  Self-Referral 

Although  inpatient  payment  changes  have  been  recommended  that  would  remove  some 
of  the  financial  incentives  associated  with  physician-owned  specialty  hospitals,  coding 
and  payment  changes  alone  will  not  address  the  problem.  In  particular,  CMS  has 
proposed  reducing  reimbursement  for  select  high-cost  procedures  commonly  performed 
in  specialty  hospitals.  But,  physician-owners  could  compensate  for  lower  procedure 
payments  by  recommending  the  patient  undergo  more  outpatient  procedures  and  ancillary 
tests  that  are  paid  separately  from  the  procedure.'^  Further,  physicians  have  the  ability  to 
react  to  payment  changes  that  community  hospitals  do  not  because  of  their  singular  and 
unique  role  in  prescribing  treatment.  This  is  evidenced  in  a  recent  report  by  an 
investment  analysis  company,  Raymond  James,  discussing  the  proposed  coding  and 
payment  changes'  impact  on  MedCath,  a  for-profit  surgical  hospital  company  that 
focuses  on  cardiac  procedures.  It  stated: 

We  believe  that  in  response  to  a  severe  cut  to  cardiovascular  reimbursement,  the 
company  could  temper  its  mix  of  procedures  that  utilize  high-cost  devices  and  are 
most  vulnerable  to  payment  pressure,  effectively  reducing  supply  expense  (note. 


'  Sioux  City  Journal,  Jenny  Weip,  February  26, 2006,  "Health  Care  Business  Blooming  in  the  Dunes' 

Jean  Mitchell,  October  2005.  Health  Affairs  *The  Effects  of  Physician-Owned  Limited-Service 
Hospitals" 
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procedures  that  use  high-cost  drug-eluting  stents  or  implantable  defibrillators 
would  face  the  largest  reimbursement  cuts  under  the  proposals)." 

Beyond  MedCath,  a  comparison  of  the  proposal's  impact,  based  on  filed  cost  reports, 
with  the  publicly-reported  margins  of  one  specialty  hospital  company  with  facilities  in 
South  Dakota  is  noteworthy.  The  three  specialty  hospitals  are  owned  by  Medical 
Facilities  Corporation,  a  publicly-traded  Canadian  company  that  reports  its  earnings  in 
periodic  filings  accessible  via  the  world-wide  web. 

•    Sioux  Falls  Surgical  Center,  Sioux  Falls,  South  Dakota 


o  Impact  of  proposed  changes  -2.3% 
o   Reported  EBITDA  margin  49.4% 

♦  Dakota  Plains  Surgical  Center,  Aberdeen,  South  Dakota 

o  Impact  of  proposed  changes  -2.8% 
o   Reported  EBITDA  margin  38.0% 

•  Black  Hills  Surgery  Center,  Rapid  City  South  Dakota 

o  Impact  of  proposed  changes  -5.9% 
o   Reported  EBITDA  Margin  45.6%'- 


While  CMS  promotes  that  their  DRG  payment  proposals  would  make  a  significant 
impact  on  physician -owned  specialty  hospitals  and  therefore  alter  physician  referral 
patterns,  it  is  clear  from  these  numbers  that  the  nick  of  a  small  percent  in  terms  of 
payments,  does  not  come  close  to  neutralizing  the  35-50  percent  margins  that  some 
physician-owned  specialty  hospitals  enjoy.  The  financial  realization  that  comes  from 
self-referral  is  too  powerful  to  be  overcome  by  DRG  changes  along. 


"  Raymood  James,  April  19, 2006  MDTH:  (MedCath):  Preliminary  Medicare  Impact  Assessment  Suggests 
Manageable  Downside  Risk 
Medical  Facilities  Corporaiion  (MFC),  March  2004  -  Initial  Public  Offering 
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Finally,  payment  changes  do  not  address  physician-owner's  ability  to  continue  to  select 
and  steer  the  most  well  insured  patients  to  their  hospitals,  leaving  the  poor  and  under  and 
uninsured  patients  for  the  community  hospital  to  care  for. 

The  Root  of  the  Problem  -  Physician  Self-Referral 

Physicians  are  the  gatekeepers  to  healthcare  services.  Only  physicians  have  the  unique 
ability  to  admit  patients  to  hospitals,  to  prescribe  treatment,  and  to  order  services. 
Physician-owned  facilities  by  themselves  are  not  the  problem;  the  problem  lies  in 
physician  self-referral  practices  that  create  conflicts  of  interest  with  disturbing  results  for 
both  patients  and  community  hospitals. 

Congress  has  enacted  prohibitions  on  physician  self-referral  laws,  with  certain  exceptions 
and  "safe  harbors,"  in  part  to  prevent  such  conflicts  of  interest  and  to  ensure  that  patient 
needs  are  never  compromised.  Also,  these  laws  were  in  part  the  result  of  Congressional 
concern  over  noted  increases  in  service  utilization,  which  generally  result  in  higher  costs, 
both  to  government  insurance  programs  and  to  patients.  Ciurent  self-referral  prohibitions 
set  a  sound  precedent  by  plainly  prohibiting  physicians  from  self-referring  to  facilities 
they  own  such  as  laboratories,  pharmacies,  etc. 

Physicians  self-referring  to  hospitals  they  own  is  no  different  than  physicians  self- 
referring  to  a  laboratory  they  own.  We  believe  Congress  should  enforce  the  letter  and 
spirit  of  the  current  self-referral  laws  by  eliminating  a  broad  exception  in  the  law  known 
as  the  "whole  hospital"  exception,  which  has  historically  allowed  physician  investment 
in,  and  referral  to,  entities  that  qualify  as  "whole  hospitals",  i.e.  not  a  specified  hospital 
department  or  unit. 

I  would  like  to  extend  my  sincere  appreciation  to  the  Committee  for  bringing  these  issues 
to  light  and  for  their  continued  efforts  to  address  the  problem  of  self-referral. 
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STRUCTURE  AND  COMPETITIVE  BEHAVIOR 
OF  PHYSICIAN-OWNED  HOSPITALS 
Testimony  Submitted  to  the  Senate  Finance  Committee  by 
Dan  Mulholland' 
May  17, 2006 

Good  morning.  Mr.  Chairman,  Senator  Baucus  and  Members  of  the  Committee,  my 
name  is  Dan  MulhoUand.  I  am  an  attorney  based  in  Pittsburgh,  Pennsylvania,  Both  my 
firm  and  I  practice  exclusively  in  the  area  of  health  care  law.  Among  other  things,  I 
provide  advice  and  counseling  on  federal  laws  governing  financial  relationships  between 
health  care  facilities  and  physicians,  and  their  many  exceptions,  "safe  harbors"  and 
loopholes.  I  also  often  litigate  issues  arising  under  these  laws,  and  speak  and  write  on  the 
same  topics.  It  is  an  honor  to  be  here  today  and  to  provide  this  testimony,  which  I  hope 
will  assist  the  Committee  in  its  own  analysis  and  policy  development  on  issues  and 
concerns  created  by  physician  ownership  of  health  care  facilities. 

Overview 

In  my  testimony,  I  set  out  some  examples  of  unfair  economic  incentives  that  promote 
physician  investment  in  health  care  facilities;  discuss  that  investment's  impact  on  service 
utilization,  patient  care,  competition,  and  on  full-service  community  hospitals;  and 
discuss  how  the  policy  goals  of  both  the  federal  Medicare  Anti-kickback  statute  and  the 
Physician  Self-referral  law  are  subverted  by  the  same.  Finally,  I  recommend  that  this 
Conmiittee  and  the  larger  Congress  consider  repealing  the  broadly  abused  "whole 
hospital"  exception  to  the  Physician  Self-referral  law  in  order  to  promote  level 
competition  in  health  care,  fair  and  reasonable  utilization,  and  high  quality  patient  care. 

Brief  History  of  Physician-Hospital  Relations 

Traditionally,  physicians  and  hospitals  have  peacefully  co-existed  with  one  another  and 
have  enjoyed  a  mutually  beneficial  relationship.  Physicians  derived  most  of  their  income 
from  providing  professional  services,  while  hospitals  relied  on  "technical  revenue"  to  be 
reimbursed  for  the  space,  equipment,  supplies  and  personnel  used  by  the  physicians  to 
treat  their  patients  in  the  facility.  In  the  traditional  setting,  most  physicians  are  not 
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employed  by  a  hospital,  but  instead  are  appointed  to  the  ho^itai's  medical  staff  and 
granted  clinical  privileges  to  treat  patients  at  the  hospital.  Unless  the  physician  performs 
some  other  unique  service  for  the  hospital,  no  money  changes  hands  and  both  the  doctor 
and  the  hospital  look  to  their  own  separate  revenue  streams  for  reimbursement. 

In  recent  years»  however,  a  variety  of  factors  and  trends  have  blurred  this  traditional 
relationship.  In  some  situations,  in  order  to  assure  adequate  access  to  medical  services  in 
the  community,  hospitals  have  provided  physicians  recruited  to  their  service  area  with 
income  guarantees.  In  other  instances,  hospitals  or  related  organizations  have  employed 
physicians  to  provide  medical  services  to  patients.  But  doctors  too  have  begun  to  offer 
services  that  were  historically  only  offered  by  hospitals.  As  a  result  of  payment  policies 
and  technological  advances,  there  has  been  a  significant  increase  in  investment  by 
physicians  in  health  care  facihties,  including  imaging  facilities,  ambulatory  surgery 
centers  and  even  hospitals.  This  allows  the  physician-investor  to  supplement  his  or  her 
professional  income  with  revenue  from  the  facility  services  that  he  or  she  orders.  Many 
of  these  opportunities  are  quite  lucrative  for  physician-investors  and  their  joint  venture 
partners. 

Impact  on  Full-Service  Community  Hospitals 

While  this  trend  has  provided  an  attractive  supplemental  revenue  stream  to  the  physician- 
investors,  sometimes  bordering  on  a  windfall,^  it  has  had  a  significant  negative  impact  on 
their  full-service  community  hospital  competitors  that  are  not  physician -owned.  Aside 
from  reduced  revenue  resulting  from  the  shift  in  referrals  to  the  physician-owned  hospital 
by  the  investors,  community  hospitals  also  experience  considerable  turmoil  resulting 
from  physician  competitors  remaining  on  the  community  hospital's  medical  staff.  There 
have  been  numerous  instances  where  physicians  who  compete  with  hospitals  fail  to 
properly  handle  conflicts  that  stem  from  their  investment  interest,  refuse  to  accept 
community  service  obligations  such  as  indigent  care  and  emergency  room  call  coverage, 
and  "free  ride"  on  the  community  hospital  by  cherry-picking  more  profitable  patients 
while  admitting  or  transferring  uninsured.  Medicaid  or  more  acutely  ill  patients  to  the 
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community  hospital.  These  trends  have  been  especially  dramatic  when  the  physician- 
owned  hospital  is  a  specialty  hospital.^ 

Many  of  these  problems  flow  from  the  fact  that  when  physicians  have  an  ownership 
interest  in  a  hospital  or  other  health  care  facility,  they  have  a  financial  incentive  to  refer 
patients  to  that  facility  and  will,  absent  extraordinary  circumstances,  do  so.'* 

Tbe  Federal  Fraud  and  Abuse  Laws  and  Medical  Ethical  Standards 

Such  an  incentive  has  consistently  been  recognized  as  suspect  from  a  public  policy  and 
ethical  perspective.  On  two  occasions.  Congress  has  significantly  restricted  physician 
ownership  in  certain  kinds  of  health  care  facilities  and  services.  One  is  a  criminal  statute, 
while  the  other  is  civil.  These  laws  carry  penalties  ranging  from  prison  time,  fines,  civil 
money  penalties  and  exclusion  from  participation  in  Medicare  and  Medicaid.  Physician 
investment  and  ownership  in  limited-service  or  speciaUy  hospitals,  can,  through  creative 
lawyering  and  financial  arrangements,  navigate  around  these  legal  restrictions.  In  other 
cases,  physician-investors  and  their  equity  partners  employ  outright  secrecy  and 
nondisclosure  to  strain  Congress's  intent. 

The  Medicare  Anti-kickback  statute,^  which  prohibits  the  payment,  receipt,  offering  or 
solicitation  of  remuneration  in  return  for  the  referral  of  Medicare  or  Medicaid  patients, 
was  enacted  to  address  three  ftindamental  concerns  with  economic  incentives  to  refer 
patients:  (1)  ovenitilization;  (2)  potential  harm  to  patients  that  can  flow  from  not  being 
referred  to  the  facility  that  provides  the  best  care;  and  (3)  the  undercutting  of  fair 
competition  that  occurs  when  competition  is  based  on  paying  for  referrals,  and  not  price 
or  quality.^  All  three  of  these  concerns  are  present  when  physicians  have  an  ownership 
or  investment  interest  in  hospitals. 

Congress  also  recognized  this  fact  when  it  enacted  the  Physician  Self-referral  law.^  That 
statute  renders  any  financial  relationship,  including  ownership  and  investment  interests 
by  physicians  in  hospitals  to  which  they  refer  presumptively  illegal,  unless  they  fit  within 
a  number  of  statutory  or  regulatory  exertions.  There  is  an  exception  allowing  physician 
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ownership  in  a  "whole  hospital,"'  That  exception  states  that,  in  the  case  of  designated 
heahh  services  provided  by  a  hospital,  a  financial  relationship  shall  not  be  considered  to 
be  an  ownership  or  investment  interest  if:  "the  referring  physician  is  authorized  to 
perform  services  at  the  hospital;...  and  the  ownership  or  investment  interest  is  in  the 
hospital  itself  (and  not  merely  in  a  subdivision  of  the  hospital)." 

In  its  final  regulation  implementing  the  Physician  Self-referral  statute,  the  Centers  for 
Medicare  &  Medicaid  Services  ("CMS")  specifically  acknowledged  that  physician- 
owned  hospitals  could  possess  a  competitive  advantage  over  those  with  no  physician 
ownership.^  CMS  also  recognized  that  notwithstanding  the  whole  hospital  exception  in 
the  statute,  physician  ownership  of  hospitals,  particularly  specialty  hospitals,  could 
implicate  the  Anti-kickback  statute.'^ 

The  American  Medical  Association  has  also  recognized  that  physician  referrals  to 
facilities  in  which  they  have  an  ownership  interest  can  create  conflicts  of  interest,  and 
thus  should  be  allowed  only  in  limited  circumstances.  Among  other  things,  the  AMA's 
Council  on  Ethical  and  Judicial  Affairs  has  stated  that:  "Physicians  may  invest  in  and 
refer  to  an  outside  facility,  whether  or  not  they  provide  direct  care  or  serx^ices  at  the 
facility,  if  there  is  a  demonstrated  need  in  the  community  for  the  facility  and  alternative 
financing  is  not  available."^'  Unfortunately,  this  ethical  rule  is  honored  more  in  the 
breach  rather  than  the  observance  where  many  physician-owned  specialty  hospitals 
compete  head-to-head  with  existing  community  hospitals  which  provide  more  than 
adequate  services  to  the  community. 

Recent  Deveiopments  Affecting  Pbysician-Owned  Hospitals 

As  part  of  the  Medicare  Modernization  Act  of  2003,  Congress  amended  the  Physician 
Self-referral  law  to  enact  an  1 8-month  moratorium  on  physician  ownership  of  speciaUy 
hospitals  pending  fiulher  study  of  this  issue  by  CMS  and  the  Medicare  Payment  Advisory 
Commission  (MedPAC).'^  The  moratorium  has  since  expired,  but  pursuant  to  the  Deficit 
Reduction  Act  of  2005,  CMS  has  been  directed  to  prq)are  a  Strategic  and  Implementing 
Plan  relative  to  physician-owned  specialty  hospitals  and,  in  the  interim,  refi'ain  fi:om 


187 


enrolling  any  physician-owned  specialty  hospitals  in  Medicare.'^  There  is  also  legislation 
pending  to  permanently  reinstate  the  moratorium's  prohibition  on  physician  ownership  of 
hospitals. 

Regardless  of  the  outcome  of  the  CMS  plan  or  proposed  legislation,  the  structure  and 
activities  of  physician-owned  hospitals  bear  witness  to  the  concerns  that  were  voiced  by 
CMS  and  others  that  physician  ownership  of  hospitals  can  lead  to  exactly  the  kinds  of 
abuses  that  the  Anti-kickback  statute,  Physician  Self-referral  law  and  AMA  Code  of 
Ethics  were  designed  to  address. 

Analysis  of  Physician  Investing  Patterns 

A  close  analysis  of  how  these  hospitals  are  set  up,  what  they  represent  to  potential 
investors,  and  how  they  often  try  to  conceal  the  identities  of  the  physician-investors  bears 
this  out. 

In  a  number  of  cases,  physician-owned  hospitals  have  been  quite  bold  in  touting  the  value 
of  the  investment  as  being  tied  to  the  fact  that  physician  ownership  will  drive  and 
improve  the  financial  performance  of  the  hospital.  For  example,  in  the  Prospectus  for  the 
Canadian  securities  offering  for  three  South  Dakota  surgical  hospitals,  the  following 
statement  appeared: 

Physician  loyalty  is  a  key  to  the  success  of  the  MFC  Hospitals.  Physician 
ownership  and  operation  of  each  MFC  Hospital  has  been  a  key  factor  in 
attracting  physicians  to  the  medical  staffs  of  the  MFC  Hospitals. 
Physicians  prefer  practicing  at  the  MFC  Hospitals  because  they  are  able  to 
increase  the  number  of  procedures  they  perform  in  a  given  period  relative 
to  the  traditional  hospital  setting,  thereby  maximizing  their  efficiency  and 
increasing  professional  fee  potential.  Managerial  control  of  the  MFC 
Hospitals  and  ownership  interests  therein,  also  provide  participating 
physicians  with  operational  freedom  and  administrative  control  over  their 
practices.''* 

That  offering  statement  went  on  to  admit  that  physician  ownership  could  possibly  be 
found  to  violate  the  Anti-kickback  statute.'^  A  more  rec^t  newspaper  article  about  a 
proposed  physician-owned  hospital  in  Lancaster,  Pennsylvania  was  even  more  explicit. 
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According  to  the  article:  "Doctors  buy  into  a  hospital,  beconiing  part  owners.  Doctors 
direct  their  patients  to  the  hospital.  Hospital  thrives."'^  hidividuals  connected  to  this 
venture  who  were  quoted  in  the  article  made  no  attempt  to  refute  this  premise. 

Maximizing  Referrals 

The  way  in  which  physician-owned  hospitals  are  organized  also  suggests  that  the  sole 
reason  for  investment  is  the  physicians'  incentive  to  refer  patients  to  the  hospital  and 
maximize  revenue  by  maximizing  referrals.  In  many  cases,  physicians  are  given  more 
favorable  investment  positions  than  non-physician  investors  and/or  enter  into  other 
arrangements  with  their  investment  partners  that  effectively  underwrite  the  cost  of  the 
physicians'  investment.  For  example,  investment  companies  not  controlled  by  physicians 
or  occasionally  full-service  hospitals  which  are  looking  to  joint  venture  with  the 
physicians  will  occasionally  purchase  real  estate  or  services  from  the  physicians  at 
amounts  that  appear  to  be  above  market  value  as  a  way  of  providing  funds  for  the 
physicians  to  invest  in  the  operating  entity  that  will  run  the  hospital.  In  other  situations, 
physicians  are  not  required  to  guarantee  the  debt  of  the  hospital-operating  entity  even 
though  their  investment  company  and  hospital  joint  venture  partners  provide  guarantees. 
Some  physician-investors  also  are  given  the  right  to  sell  their  shares  back  to  the  joint 
venture  at  any  time  for  a  pre-determined  price  that  may  or  may  not  reflect  the  true  fair 
market  value  of  those  shares. 

It  is  important  to  understand  that  when  parties  to  a  transaction  such  as  a  physician-owned 
hospital  are  in  a  position  to  refer  to  one  another,  the  concept  of  "fair  market  value"  -  that 
is,  what  a  willing  buyer  and  willing  seller  in  an  arms-length  transaction  where  both  are 
free  from  compulsion  -  takes  on  a  different  dimension.  Both  the  Physician  Self-referral 
law  and  regulations  and  the  Anti -kickback  statute  state  that  fair  market  value  in  such 
situations  may  not  take  into  account  the  volume  or  value  of  services  that  one  party  may 
refer  to  the  other. 
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Limited  Capital  Investment 

The  effect  of  these  "sweetheart"  deals  is  that  physicians  often  have  to  put  very  little  of 
their  own  capital  at  risk.  The  only  plausible  explanation  for  such  arrangements  is  that 
they  are  designed  to  induce  the  physicians  to  invest  in  a  facihty  to  which  they  will  refer 
and  thus  provide  a  sufficient  revenue  stream  to  guarantee  high  returns  for  all  the 
investors.  The  Office  of  Inspector  General  for  the  Department  of  Health  and  Human 
Services  ("OIG")  recently  warned  that  providing  physicians  who  are  expected  to  make  a 
1  large  number  of  referrals  with  more  favorable  investment  opportunities  in  joint  ventures 
I  suggests  that  there  may  be  an  improper  nexus  between  selection  of  joint  venture 
participants  and  the  volume  or  value  of  their  referrals.'* 

j  Many  physician-owned  facilities  are  highly  leveraged,  with  large  debt-to-equity  ratios. 
I  This  allows  physicians  to  have  little  up  front  capital  at  risk.  But  financing  can  come  from 
j  still  other  sources.  In  one  instance,  $15,000»000  in  bonds  issued  by  a  Louisiana 
I  economic  development  authority  on  behalf  of  a  physician-owned  specialty  hospital  were 
purchased  by  GE  Commercial  Finance  Business  Property  Corporation,  an  affiliate  of 
!    General  Electric,  a  major  vendor  of  medical  equipment. 

I     Masqueradiog  Act:  General  Hospital  or  Specialty  Hospital? 

Physician-owned  specialty  facilities  have  on  occasion  attempted  to  disguise  themselves 
as  general  hospitals,  either  to  avoid  the  prior  moratorium  or  for  other  purposes.  In  one 
case,  the  Louisiana  State  Bond  Commission  approved  the  issuance  of  bonds  for  a 
proposed  hospital  project  while  the  moratorium  was  in  place,  in  spite  of  the  fact  that  the 
facility  clearly  met  the  MedPAC  definition  of  a  specialty  heart  hospital.  The  promoters 
refused  to  concede  that  the  facility  was  a  specialty  hospital.  The  matter  is  now  being 
litigated  in  the  state  courts.^^  In  another,  one  of  the  parties  to  a  dispute  over  a  non- 
compete covenant  involving  physician-investors  in  a  heart  hospital  in  Kansas  (who 
happens  to  be  one  of  the  promoters  in  the  Louisiana  transaction  mentioned  above)  tried  to 
claim  that  a  new  facility  in  which  he  and  others  were  going  to  invest  was  a  general 
hospital  despite  the  fact  that  66%  of  the  revenue  from  the  new  hospital  was  projected  to 
'     come  from  the  performance  of  heart  procedures.^'  It  is  quite  possible  that  a  number  of 
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new  facilities  which  opened  during  the  specialty  moratorium  took  a  similar  position  to 
avoid  compliance  with  the  moratorium.  ^ 

Secrecy  and  Nondisclosure 

The  physician-owners  of  qsecialty  hospitals  have  been  especially  reluctant  to  reveal  their  i 
identity  as  well.  For  example,  in  the  Louisiana  litigation  mentioned  above,  the  Economic 
Development  EHstrict  refused  to  answer  an  interrogatory  asking  for  the  identities  of  all 
persons  having  an  ownership  interest  in  the  proposed  hospital,  ostensibly  b«;ause  they 
feared  retaliation  by  the  community  hospital  with  which  they  are  planning  to  compete.^^ 
This  consistent  lack  of  transparency  on  the  part  of  physician-owned  facilities  suggests  I 
that  they  may  be  unwilling  to  allow  their  patients  to  make  a  fully  informed  choice  of 
where  they  would  like  to  have  their  procedures  performed.'"'  | 

I 

Impact  on  Fuli-Service  Community  Hospitals 

Far  from  being  in  a  position  to  "retaliate"  against  physicians  who  invest  in  facilities  that 
compete  with  them,  full-service  community  hospitals  are  often  hampered  in  their  ability 
to  effectively  compete  when  physicians  have  an  economic  incentive  to  direct  patients  to 
another  facility.  An  uneven  competitive  playing  field  results.  To  the  extent  that  such 
physicians  are  also  on  the  medical  staff  of  the  commimity  hospital,  they  are  in  a  position 
to  "cherry  pick**  the  most  favorably  insured  patients  and  the  most  profitable  procedures 
and  refer  them  to  their  own  facility,  while  continuing  to  send  Medicaid,  underinsured  and 
uninsured  patients,  and  low-margin  procedures  to  the  community  hospital.  Hospitals  that 
attempt  to  rein  in  this  egregious  "free-riding"  by  the  physician-owners  of  their 
competitors  by  restricting  their  clinical  privileges  or  establishing  conflict  of  interest  rules 
that  prevent  their  competitors  from  serving  in  leadership  positions  are  accused  of 
"economic  credentialing,"  which  is  a  pejorative  term  coined  by  certain  medical  trade 
associations.  A  significant  amount  of  litigation  involving  this  issue  has  arisen  in  recent 
years,  and  courts  throughout  the  country  are  split  on  whether  hospitals  can  restrict  or 
deny  medical  staff  appointment  to  physicians  who  are  direct  competitors.^^ 
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The  challenges  associated  with  taking  on  competing  physicians  on  an  uneven  playing 
field,  and  the  prospect  of  having  large  amounts  of  revenue  diverted  as  a  result  of  that 
competition,  have  led  many  conmiunity  hospitals  to  pursue  joint  ventures  with  physicians 
on  their  medical  staffs  to  construct  and  operate  specialty  hospitals.  In  such  cases,  the 
majority  of  the  financmg,  usually  in  the  form  of  debt,  is  borne  by  the  commxinity  hospital, 
and,  as  stated  above,  the  physician-investors  have  relatively  little  at  risk.  The  community 
j    hospital  in  this  situation  will  suffer  since  most  of  its  revenue  will  be  diverted  to  the  joint 
'    venture  facility,  while  less  financially  attractive  patients  are  still  treated  at  the  community 
I    hospital.  To  recover  the  lost  revenue  that  is  now  shared  with  the  physician-investors  (as 
I    well  as  to  protect  the  community  hospital's  investment,  be  it  debt  or  equity),  the  volume 
I    and  revenue  at  the  joint  venture  facility  must  double,  which  is  difficult  to  do  without 
I    questionable  utilization  practices  on  the  part  of  the  physicians. 

i 

I    Conclusions  and  Recommendations 

i  To  address  these  issues  of  improper  financial  incentives,  nondisclosure  and  deception, 
and  free-riding  on  community  hospitals,  and  the  mischief  that  can  result  from  them,  the 
following  public  policy  suggestions  are  offered. 

I  First,  Congress  should  consider  repealing  the  whole  hospital  exception  in  the  Physician 
Self-referral  law,  not  just  for  specialty  facilities,  but  for  all  hospitals,  since  the  same 
effects  can  be  seen  regardless  of  whether  the  facility  in  which  physicians  invest  offers  M\ 
or  limited  services. 

Second,  if  the  whole  hospital  exception  is  not  repealed.  Congress  should  require  full 
disclosure  of  any  direct  or  indirect  ownership  interests  held  by  physicians  in  hospitals, 
both  to  their  patients  and  to  CMS  (and  thus  the  public)  on  the  hospital's  Medicare  cost 
report  and  855  enrollment  form.  This  concept  of  what  constitutes  an  "indirect" 
ownership  or  investment  interest  is  already  sufficiently  described  in  the  Physician  Self- 
referral  regulations,^^  so  implementation  of  such  a  requirement  should  be  relatively 
j  simple. 
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Third,  foil-service  commimity  hospitals  should  be  folly  empowered  to  effectively 
compete  with  physician-owned  facilities,  by  allowing  revocation  of  medical  staff 
appointment  and  proper  handling  of  conflicts  of  interest  on  the  part  of  physicians  who 
have  an  ownership  interest  in  their  competitors. 

Thank  you  again  for  the  opportunity  to  share  this  information  with  the  Committee. 


Mr.  Mulholland  is  a  senior  partner  in  the  health  care  law  firm  of  Horty,  Springer  &  Mattem,  P.C.  in 
Pittsburgh,  Pennsylvania.  The  firm  represents  and  advises  hospitals  and  health  systems  throughout  the 
country.  Information  about  the  firm  can  be  found  on  its  website,  www.hortvspringer.cpjn.  In  providing 
testimony  to  the  Committee,  Mr.  Mulholland  is  not  acting  on  behalf  of  any  client.  Special  thanks  to  Ian 
Donaldson,  third-year  law  student  at  the  University  of  Pittsbiu-gh,  who  assisted  with  the  research  for  this 
testimony. 

^  In  one  instance,  three  physician-owned  surgical  hospitals  in  South  Dakota  were  the  subject  of  a  public 
stock  offering  in  Canada,  raising  $150,000,000  for  a  51%  share  of  their  operations.  "S.D.  Surgical  Centers 
Plan  Expansion  with  Merger"  Sioux  Falls  Argus  Leader  (April  1 1,  2004).  The  2005  Annual  Report  for  diis 
corr^any,  Medical  Facilities  Corporation,  as  published  on  the  website  of  the  Canadian  Securities 
Commission,  revealed  that  EBITDA  income  from  one  of  the  facilities  equaled  49.2%  for  the  last  three 
months  of  the  calendar  year. 

^  The  term  "specialty  hospital"  has  been  defined  as  a  hospital  primarily  or  exclusively  engaged  in  the  care 
or  treatment  of  patients  with  either  cardiac  or  orthopedic  conditions  or  receiving  a  surgical  procedure. 
42  U.S.C.  §  1395nn(h)(7).  For  die  purposes  of  specifically  identifying  specialty  hospitals,  CMS  requires 
that  at  least  45%  of  a  hospital's  Medicare  cases  be  in  the  relevant  Major  Diagnostic  Categories  for  cardiac, 
orAopedic  or  surgical  procedures.  Testimony  of  CMS  Administrator  Mark  B.  McClellan  to  the  House 
Committee  on  Energy  and  Commerce,  May  12, 2005. 

*  For  an  empirical  analysis  of  this  phenomena,  see  Lynk,  William  J.  and  Longley,  Carina  S,  "The  Effect  of 
Physician-Owned  Surgicenters  on  Hospital  Outpatient  Surgery,"  21  Health  A^irs  215  (July/August  2002). 
With  respect  to  the  relationship  between  physician  ownership  of  hospitals  and  overutilization,  see  Mitchell, 
Jean  M.,  "Effects  of  Physician-Owned  Limited  Service  Hospitals,"  Georgetown  University  Public  Policy 
Institute  (2005). 

'42  U.S.C.  §1320a-7b(b). 

*  135  Cong.  Rec.H240-01. 
'  42  U.S.C.  §1395nn. 
'42  U.S.C.  §1395nn(d)(3). 

'  69  Fed.  Reg.  1 6084  (March  26, 2004). 
Id. 

"  AM  A  Ethical  Opinion  E-8.032.  www.ama-assn.oig. 
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Pub.  L.  108-173,  §507  (2003). 
Pub.  L.  109-171,  §5006  (2006). 

Medical  Facilities  Corporation  Prospectus,  p.  30  (March  17,  2004). 
Id  at  p.  39. 

"A  New  Kind  of  Hospital  Here?"  Lancaster  New  Era  (April  27, 2006). 

"  See  66  Fed.  Reg.  944;  56  Fed.  Reg.  35,  952  et  seq. 

OIG  Supplemental  Compliance  Program  Guidance  for  Hospitals,  70  Fed.  Reg.  4865  (Jan.  3 1 ,  2005). 

"  Hammond  Aiea  Economic  and  Industrial  Development  District  Taxable  Revenue  Bond  (Louisiana 
Hospital  Center,  L.L.C.  Project,  (February  2,  2006). 

Board  of  Commissioners  of  the  Hammond  Economic  and  Industrial  Development  District  v.  Taxpayers. 
No.  2005-001527  (21"  Judicial  District,  Tangipahoa  Parish,  Louisiana  2005) 

^'  Kansas  Heart  Hospital.  L  L  C,  v.  Idbeis.  No.  04  CV  4230  (18*  Judicial  District,  Sedgwick  County, 
Kansas  2005). 

"  Answers  to  Interrogatories  by  Board  of  Commissioners  of  the  Hammond  Economic  and  Industrial 
Development  District,  June  2,  2005. 

"  AMA  Ethical  Opinion  E-8.032,  supra,  requires  disclosure  to  patients  whenever  a  physician  refers  to  a 
facility  in  which  he  or  she  has  an  ownership  interest. 

Compare  Mahan  v.  Avera  St  Lukes.  621  N.W.2d  150  (S.D.  2001)  to  Murohv  v.  Baptist  Medical  Center. 
No.  04-430  (Ark  2006). 

^  See  42  C.F.R.  §  411.354.  stating  "An  indirect  ownership  or  invesnnent  interest  exists  if  -  (A)  Between 
die  referring  physician  (or  immediate  family  member)  and  the  entity  furnishing  DHS  there  exists  an 
unbroken  chain  of  any  number  (but  no  fewer  than  one)  of  persons  or  entities  having  ownership  interests; 
and  (B)  The  entity  fUmishing  DHS  has  actual  knowledge  of,  or  acts  in  reckless  disregard  or  deliberate 
ignorance  of,  the  fact  that  the  referring  physician  (or  immediate  family  member)  has  some  ownership  or 
investment  interest  (through  any  number  of  intermediary  ownership  or  investment  interests)  in  the  entity 
furnishing  the  DHS." 
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STATEMENT  OF  SENATOR  GORDON  H.  SMITH 

U.S.  Senate  Finance  Committee  Hearing 
"Physician-Owned  Specialty  Hospitals:  Profits  before  Patients?' 
May  17,  2006  • 


Good  morning. 

Chairman  Grassley,  I  appreciate  being  here  today  to  discuss  the  ongoing  debate  regarding 
physician-owned  specialty  hospitals.  I  also  appreciate  Pastor  Wilson's  attendance  today  to 
discuss  a  very  tragic  incident  that  happened  in  my  home  state  of  Oregon. 

We  will  hear  today  about  Pastor  Wilson's  mom,  Helen  Wilson,  who  on  July  27, 2005,  was 
admitted  to  Physicians'  Hospital  in  Portland  for  elective  back  surgery.  While  in  recovery  at  the 
physician-owned  hospital,  Ms.  Wilson  was  given  an  iiyection  of  pain  medication,  suddenly  went 
into  cardiac  arrest,  and  later  passed  away  after  a  call  was  made  to  91 1  to  transfer  Helen  to  an 
emergency  room.  The  rest  of  the  details  will  be  fleshed  out  by  Pastor  Wilson;  however,  we  are 
here  to  discuss  the  fact  that  this  incident  happened  at  a  physician-owned  specialty  hospital  that 
was  opened  during  a  time  when  it  was  not  legal  to  start  physician-owned  hospitals. 

As  we  examine  the  issue  of  physician  ownership  of  specialty  hospitals,  I  urge  the  Committee  to 
remain  mindful  that  we  have  two  responsibilities.  The  first  is  to  ensure  the  health  and  safety  of 
all  patients.  I  am  not  certain  whether  the  tragic  ev«its  at  Physicians'  Hospital  happened  because 
it  was  a  specialty  hospital  or  whether  numerous  breakdowns  in  the  system  -  starting  with  the 
rushed  approval  of  this  facility  by  the  state  -  are  to  blame,  but  it  is  our  responsibility  to  make 
sure  this  tragedy  isn't  repeated. 

The  other  issue  is  to  explore  the  financial  arrangements  of  specialty  hospitals.  I  am  concerned 
that  physician-owned  hospitals  may  be  skimming  the  healthiest  and  most  profitable  patients.  If 
this  is  true  it  will  undermine  the  conununity  hospital  infi^stnicture  and  potentially  threaten  the 
health  and  safety  of  our  nation. 

Today,  it  is  my  hope  that  we  approach  these  topics  in  a  thoughtful  manner  to  determine  what  is 
the  best  course  for  Congress  to  take  on  physician-owned  hospitals  as  we  hear  t^timony 
regarding  patient  safety,  quality  of  care,  financial  arrangements  used  to  finance  and  operate 
specialty  hospitals,  as  well  as  oversight  by  CMS  in  enforcing  the  congressionally  mandated 
moratorium  prohibiting  new  specialty  hospitals. 

I  thank  all  of  you  for  coming  to  share  your  expertise  ai^  look  forward  to  your  comments. 


Thank  you,  Mr.  Chairman. 
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Chairman  Grassley,  Ranking  Member  Baucus,  and  distinguished  members  of  this 
committee,  thank  you  for  allowing  us  the  privilege  of  being  here  to  address  you  today  and  to 
share  our  family's  story.  I  coimt  it  an  honor  to  have  been  asked  to  come  to  Washington  to 
testify  before  this  committee.  My  name  is  Michael  Wilson  and  I  am  from  Portland,  Oregon. 
Accompanying  me  is  my  wife,  Ramel.  I  have  also  brought  with  me  a  photograph  of  my 
parents,  Doyle  and  Helen  Wilson.  This  picture  was  taken  shortly  before  my  mother's  death 
on  August  1",  2(X)5.  They  had  been  married  for  69  years. 

I  believe  you  have  heard  my  mother's  name,  because  her  case  has  already  come  before 
you  several  times  in  your  discussions  of  physician-ov\med,  for-profit,  specialty  hospitals.  I  am 
here  today  to  give  you  the  details  of  her  death,  in  the  hope  that  you  can  help  make  certain 
that  no  one  else  dies  the  way  she  did. 

My  mother,  Helen  Wilson,  checked  in  at  Physicians'  Hospital  in  Portland,  Oregon  a 
little  before  8:00  AM  on  Wednesday,  July  27th,  2005.  Ph^icians'  was  a  new  hospital,  in 
business  only  since  December  2004.  its  owners  having  purchased  and  remodeled  the  old 
Woodland  Park  Hospital  that  had  operated  in  Portland  for  forty-three  years. 

My  mother  was  88  years  old,  but  was  in  good  health  for  her  age.  She  had  gone 
through  a  heart  surgery  15  years  earlier,  but  had  had  no  serious  coronary  issues  since  theiL 
She  was  also  diagnosed  with  age-related  type  II  diabetes,  but  kept  that  wen  under  contr<^ 
with  diet  and  medication.  Her  surgeon  stated  that  he  was  confident  that  she  was  a  good 
candidate  for  the  relatively  simple  procedure  aiKl  that  he  was  certain  that  she  would  make  a 
quick  and  full  recovery. 

The  reason  she  was  at  Physicians'  Hospital  was  to  correct  a  problem  in  her  lower 
spine.  For  quite  some  time  she  had  suffered  from  a  constriction  of  the  spinal  nerve  in  her 
lower  back,  which  was  causing  back  and  leg  pain  and  reducing  motor  function  in  her  legs, 
making  it  difficult  for  her  to  walk.  Her  primary  care  physician  referred  her  to  an  orthopedic 
surgeon  named  Dr.  Mark  Metzger. 

After  examining  her,  Dr.  Metzger  scheduled  her  for  a  lamenectomy  to  correct  the 
problem.  The  svu-gery  was  scheduled  for  Physicians'  Hospital  where  he  had  privileges.  He 
planned  to  make  a  VA-Z  inch  incision  to  free  up  pressure  on  the  nerve  bimdle  that  controlled 
her  legs  and  lower  back.  He  told  my  parents  that  he  estimated  that  the  procedure  wovUd  last 
1-2  hours,  and  he  told  my  mother  to  plan  for  one  overnight  stay  in  the  hospital. 

They  finally  wheeled  Mom  out  to  surgery  at  about  11:00  AM.  an  hour  later  than  the 
scheduled  time.  Dad  and  I  went  down  to  the  surgical  waiting  area  where  we  sat  and  visited. 
Finally  one  of  the  nurses  came  and  told  us  that  the  surgery  was  over  and  that  my  mother  was 
in  the  recovery  room.  She  reported  that  Mom  was  experiencing  quite  a  bit  of  pain,  however, 
and  that  her  blood  pressure  was  somewhat  high,  but  they  told  us  that  she  was  doing  well 
and  not  to  worry. 

The  surgeon,  Dr.  Metzger,  came  out  to  the  waiting  area  and  told  Dad  and  me  that  the 
surgery  had  been  a  complete  success.  He  explained  that  the  only  problem  he  had 
encountered  was  a  slight  tear  in  the  dura,  the  tough  outer  covering  of  the  spinal  cord,  which 
he  was  able  to  suture  and  correct  v\nth  no  more  leakage  of  spinal  fluid.  He  said  that  she 
would  need  to  spend  one  night  in  the  hospital,  and  possibly  two,  depending  on  how  well  she 
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was  feeling  and  how  well  she  recovered  from  t±ie  effects  of  the  anesthesia  and  surgery.  He 
said  that  if  we  wanted  to  we  could  go  upstairs  to  await  her  arrival  from  the  recovery  area. 

The  nurses  wheeled  Mom  into  her  room  at  approximately  4:30  PM.  They  quickly  got 
her  settled  in  and  cormected  to  a  blood  pressure  monitor.  They  also  checked  her  oxygen 
levels.  They  did  nsL  however,  connect  her  to  any  kind  of  heart  monitor,  in  spite  of  the  fact 
that  she  was  elderly  and  had  gone  through  heart  surgery  years  earlier,  putting  her  at 
somewhat  higher  risk.  We  thought  this  odd  at  the  time,  but  assxmied  that  the  heart  monitor 
would  be  hooked  up  soon.  However,  it  never  was. 

My  mother  was  groggy  but  responsive.  She  perked  up  as  soon  as  she  saw  us  and 
began  speaking,  though  with  difficulty  because  of  the  effects  of  the  anesthetics.  At  first  only 
Dad  and  I  were  there  with  her.  I  questioned  her  about  her  pain  level.  She  responded  by 
saying  that  she  had  experienced  severe  pain  in  the  recovery  room  but  that  it  was  subsiding 
now,  and  as  long  as  she  didn't  try  to  move  she  was  able  to  handle  it.  She  had  a  dry  mouth  so 
I  began  feeding  her  ice  chips,  one  at  a  time.  At  about  4:35  PM,  approximately  5  minutes  after 
Mom  was  wheeled  into  the  room  one  of  the  elders  from  their  church,  Bern  Walker,  came  to 
visit  her.  The  three  of  us  men  stood  aroimd  Mom's  bed  talking  and  laughing  with  her,  trying 
to  cheer  her  up  and  take  her  mind  off  the  pain.  She  was  alert  and  aware  of  her  surroundings. 
She  was  not  complaining  of  pain  and  none  of  the  staff  questioned  her  about  her  pain  level. 

After  leaving  work  at  Portland  Police  Bureau's  Northeast  Precinct  my  wife,  Ramel, 
arrived  in  the  room  about  5:30  PM,  approximately  15  minutes  after  Bem  had  left.  Dad,  Ramel, 
and  I  stood  by  Mom's  bedside  and  continued  to  visit  with  her.  She  was  doing  well,  was  alert 
and  laughing  at  our  jokes  and  coming  back  to  normal  as  the  anesthetics  gradually  wore  off. 

Just  minutes  after  Ramel  got  to  the  room,  a  nmse  came  in  and  prepared  to  inject 
medication  into  Mom's  I/V  line.  The  nurse  used  a  large  syringe  to  slowly  inject  a  clear  liquid 
into  the  line.  We  found  out  later  that  the  drug  used  was  Dilaudid,  a  powerful  hydromorphone 
hydrocloride.  We  thought  it  odd  at  the  time  for  them  to  give  her  more  pain  meds  even 
though  Mom  had  not  asked  for  anything.  And  all  three  of  us  who  were  there  are  certain  that 
none  of  the  staff,  including  the  nurse  that  administered  the  last  dose,  ever  asked  Mom  about 
her  level  of  pain  after  she  was  brought  into  the  room  from  the  recovery  area.  Moreover,  that 
is  the  only  injection  she  received  while  we  were  in  the  room  with  her  so  we  are  certain  that 
there  was  a  direct  cormection  between  the  medicine  and  the  almost  immediate  effect  that  it 
produced. 

Once  the  pain  medicine  was  fully  dispensed  (having  taken  not  more  than  a  minute), 
the  nurse  left  and  we  continued  to  staiid  there  by  Mom's  bedside.  However,  she  quickly 
became  droopy  and  obviously  began  having  trouble  keeping  her  eyes  open.  We  were  stM 
talking  with  her,  but  she  seemed  to  be  falling  asleep.  Just  then,  a  young  nurse  stepped  into 
the  rooiiL  At  that  moment  Mom's  eyes  closed  and  she  went  clear  out.  We  were  a  little 
concerned  because  it  happened  so  quicWy — ^less  than  2  minutes  after  the  medicine  was  put 
into  her  l/V.  We  asked  the  nurse  if  this  was  normal  and  she  said,  oh  yes,  that  many  times 
patients  fall  asleep  quickly  with  pain  medicine.  She  then  walked  out  of  the  room.  Mom 
seemed  to  be  sleeping  peacefully.  Ramel  and  Dad  and  I  continued  to  visit  about  various 
things,  not  alarmed  in  the  least. 
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Suddenly,  my  mother  made  a  strange  little  choking  cough.  All  three  of  us  immediately 
looked  at  her  but  we  could  see  no  signs  of  crisis  at  that  time.  Her  arms  and  legs  were  still 
and  she  seemed  to  be  breathing  normally.  We  went  back  to  our  conversation. 
Approximately  30  seconds  later,  she  once  again  made  a  strange,  choking  sound,  but  this 
time  her  mouth  was  hanging  open  and  I  covild  see  and  hear  that  she  was  gurgling  in  her 
throat.  From  the  time  the  nurse  finished  injecting  the  Dilaudid  into  Mom's  I/V  line  imtil  she 
was  into  full  respiratory  arrest  could  not  have  been  more  than  two,  or  two  and  a  half  minutes. 
I  stepped  immediately  to  the  head  of  Mom's  bed  and  observed  that  she  was  not  breathing.  I 
quicMy  checked  her  carotid  artery  for  a  pulse  but  could  detect  none.  Seeing  that  she  was  in 
arrest  I  yelled  for  help,  telling  the  nurses  to  come  quickly,  that  my  mother  had  stopped 
breathing. 

The  first  nmse  to  arrive  on  the  scene  acted  as  though  she  had  all  the  time  in  the  world, 
and  gave  off  the  distinct  impression  that  she  thought  we  were  being  over-reactive  in  calling 
for  help.  After  a  tense  minute  of  the  nurse  checking  Mom's  vitals,  Ramel  stepped  out  of  the 
room  into  the  hallway,  across  from  the  nurse's  station,  and  hollered  that  we  needed  help 
quickly  because  Helen  had  stopped  breathing  and  didn't  have  a  pulse.  I  could  not 
understand  why  no  Code  Blue  was  being  called  over  the  hospital  PA  system,  and  why  the 
staff  people  were  acting  with  such  lack  of  speed,  teamwork,  and  expertise.  The  next  few 
minutes  were  some  of  the  worst  of  my  whole  life.  The  three  of  us  stood  there  and  watched 
the  most  egregious  example  of  gross  incompetence  and  negligence  that  I  have  ever 
witnessed  or  heard  of.  We  could  not  believe  what  was  happening- 

I  yelled  for  help  a  second  time  and  nurses  finally  began  to  show  up.  One  took  her 
place  at  the  head  of  Mom's  bed  and  began  to  use  a  resuscitation  bag  on  her.  trying  to  get  air 
into  her  limgs.  However,  her  tongue  had  fallen  back  into  her  throat  and  no  air  was  getting 
past.  Her  cheeks  were  inflating  and  the  air  was  escaping  around  the  outside  of  the  mask.  I 
quickly  told  the  nurse  she  needed  to  clear  Mom's  airway — ^that  her  chest  was  not  rising.  The 
nurse  looked  up  at  me  panic  stricken.  About  that  time  Ramel  yelled,  "Get  the  paddles  on 
her,  NOW!"  The  first  nurse  on  the  scene  called  for  the  Crash  Cart.  But  they  had  to  go  down 
the  hall,  back  behind  the  nurses'  station  to  get  the  Cart.  Then  when  they  finally  got  it  into 
the  room  the  nurse  began  furiously  searching  through  the  drawers  to  find  the  various  things 
she  needed  to  prepare  the  defibrillation  tmit.  She  kept  yelling,  "Where  are  the  paddle 
covers?"  Someone  went  running  to  find  some.  The  rummaging  continued.  Eventually  they 
managed  to  get  the  paddles  on  Mom  and  shocked  her  three  times,  but  to  no  avail.  They  tried 
chest  compressions  but  tiiat  wasn't  worldng  because  my  mother  was  still  in  her  bed,  without 
a  backboard.  Both  Ramel  and  I  asked  the  nurses  several  times.  "Has  a  doctor  been  called?" 
We  just  got  stares  and  mumbles.  Finally,  several  minutes  later,  one  of  them  said,  "We've 
called  someone."  Of  course,  we  assumed  that  she  was  talking  about  a  doctor. 

As  it  turned  out,  they  had  called  911.  The  fire  department  quickly  dispatched  the 
paramedics  who  rushed  into  the  room  some  10-11  minutes  after  the  start  of  the  crisis.  The 
contrast  between  them  and  the  hospital  staff  was  striking.  They  quickly  were  able  to  get 
Mom  breathing  and  her  heart  stabilized  enough  to  transport  her.  However,  by  that  time  the 
damage  had  already  all  been  done.  Through  gross  professional  mgoqip^ng^  ipy  mQXti^X 
was  left  without  oxygen  for  so  long  that  she  was  already  brain-dead.  The  paramedics 
transported  her  by  ambulance  to  Adventist  Hospital's  CCU,  where  she  remained  for  the  next 
five  days,  never  regaining  consciousness. 
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On  July  31",  after  twice  ninning  diagnostic  tests  to  determine  her  level  of  brain 
function,  the  specialists  at  Adventist  told  us  that  there  was  absolutely  no  upper  brain 
function  remaining  due  to  oxygen  starvation.  They  advised  us  that  it  was  time  to  wean  her 
off  the  respirator  and  entrust  her  tato  God's  hands.  She  was  removed  from  the  ventilator  on 
Sunday,  July  31"  at  3:00  PM.  To  our  surprise  and  amazement  Mom's  body  responded  and 
she  began  breathing  on  her  own.  She  was  transferred  out  of  CCU  to  a  room  on  one  of  the 
regular  nursing  floors.  We  maintained  our  constant  vigil  by  her  side  imtil  she  slipped  quietly 
away  from  us  on  Monday,  August  1"  at  3:12  PM.  There  with  her  at  the  time  of  her  death  was 
my  father,  Doyle,  my  sister,  Janis,  her  daughter,  Mona,  and  myself. 

This  was  a  tragic,  needless  death.  Had  my  mother  received  the  quality  of  care  at 
Physicians'  that  she  later  received  at  Adventist  she  would  stiU  be  with  us  today.  No  hospital 
should  ever  have  to  call  911  to  come  and  save  one  of  their  patients!!  Hospitals,  doctors, 
and  nurses  are  paid  to  know  how  to  resuscitate  a  person  who  goes  into  post-surgical 
respiratory  or  cardiac  arrest.  Moreover,  as  patients  and  family  members  of  patients  we  have 
a  right  to  this  assurance.  What  happened  to  my  mother  on  July  27, 2005  was  unconscionable 
and  inexcusable-  As  a  result  of  their  blundering  my  father  lost  his  wrife  of  69  years,  my 
mother's  4  remaining  siblings  lost  their  beloved  sister,  my  sister  and  I  lost  our  wonderful 
mother,  our  1 1  children  lost  their  "Qrannmy, "  and  our  children's  children  lost  a  wonderful 
great-grandmother.  My  daughter.  Simoni,  gave  birth  to  Mom's  newest  great-grandbaby, 
BUly,  on  August  25'^,  weeks  after  Mom's  death,  but  Billy  will  never  have  the  joy  of  knowing 
her  because  her  life  was  cut  short.  That  breaks  my  heart. 

My  mother  was  a  wonderful,  godly  woman.  Many  years  ago  she  placed  her  total  faith 
in  Jesus  Christ  as  her  Savior  and  Lord,  and  she  was  ready  to  go  to  be  with  Him  at  any  time. 
And  it  has  been  our  relationship  with  the  Lord  and  the  comfort  of  the  Scriptures  that  have 
brought  ray  father  and  the  rest  of  our  family  through  this  difficult  experience.  We  know  that 
God,  in  His  sovereign  plan,  allowed  this  to  happen,  and  my  mother  was  ready  to  go. 
However,  that  does  not  take  away  the  fact  that  the  immediate  cause  of  her  death  was  the 
negligence  of  a  hospital  that  has  a  moral  obligation  to  do  ever5rthing  possible  to  save  lives. 

In  summary, 

>  The  nursing  staff  at  Physicians'  evidently  did  not  know  how  to  intubate  my  mother 
with  an  endotracheal  tube  to  get  her  breathing  again. 

>  They  did  not  administer  the  antidote,  naloxone  hydrochloride,  which  is  the  specific 
published  treatment  for  an  overdose  of  Dilaudid. 

>  They  did  not  have  a  properly  supplied  ''Crash  Cart." 

>  The  Cart  they  did  have  was  not  stationed  close  by,  as  it  shoiild  have  been. 

>  No  Code  Blue  was  called  to  sxunmon  help. 

>  There  was  not  a  Code  Team  trained  for  this  type  of  emergency. 

>  The  nurses  were  obviously  imskilled  in  handling  a  respiratory  arrest  such  as  this. 

>  There  was  no  doctor  in  the  hospital  available  to  respond  to  this  emergency. 

My  mother  is  the  poster  child  for  what  can  happen  when  the  foxes  ovra  and  operate 
the  hen  house  for  their  own  benefit.  We  did  not  know  until  after  my  mother's  death  that  the 
doctor  who  performed  her  surgery  was  one  of  the  owners  of  the  hospital.  We  did  not 
discover  imtil  later  that  Physicians'  Hospital  was  only  marginally  prepared  to  do  this  kind  of 
sxirgery.  We  did  not  know  that  no  emergency  physician  would  be  on  the  premises.  We  did 
not  know  that  it  was  the  hospital's  policy  to  call  911  in  case  of  a  post-op  medical  emergency. 
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Patients  trust  their  doctors.  We  never  guessed  that  my  mother  was  in  such  grave  danger 
from  the  incompetence  of  the  very  people  who  took  an  oath  to  protect  and  heal,  and  above 
all,  to  do  no  harm. 

One  of  the  most  troiibling  things  that  occurred  weis  that  when  we  got  my  mother's 
records  we  discovered  that  her  med  chart  had  been  "doctored"  to  make  it  look  like  she  had 
received  that  last  dose  of  Dilaudid  40-minutes  prior  to  her  going  into  respiratory  arrest,  to 
make  it  seem  like  the  two  events  were  unrelated.  You  could  see  where  the  time  had  been 
erased  with  the  new  numbers  written  over  the  top.  Moreover,  the  nurse  wrote  that  my 
mother  was  sleeping  when  she  administered  the  medicine.  At  another  place  in  the  nurses' 
repori;  it  said  that  my  mother  had  reported  a  pain  level  of  six  out  of  ten.  There  were  three  of 
us  with  her  the  whole  time  and  she  was  never  asleep,  and  no  nurse  ever  came  in  and  asked 
about  her  pain  level.  Those  were  pure  fabrications. 

One  of  the  hurtful  attitudes  that  we  have  encountered  in  the  process  of  trying  to  hold 
Physicians'  Hospital  legally  accountable  is  the  idea  that  my  mother's  death  was  a  result  of 
her  age.  Hiat  is  simply  not  true.  Even  if  she  had  been  40  years  younger  the  same 
irresponsible  treatment  she  received  could  have  kiUed  her.  Her  death  was  preventable! 

>  A  review  of  her  charts  shows  that  she  had  already  received  multiple  doses  of  pain 
medication  while  still  in  the  recovery  area,  pushing  her  to  the  edge  of  her  physical 
tolerance.  That  had  nothing  to  do  with  her  age. 

>  The  dose  administered  in  our  presence,  imsolicited  and  unneeded,  pushed  her  over 
the  edge  into  full  respiratory  failure  and  cardiac  arrest,  exactly  as  described  in  the 
drug  literature.  This  reaction  was  not  age  related  but  triggered  by  an  overdose. 

It  appears  that  Physicians'  Hospital  may  be  going  out  of  business,  now  that  their 
Medicare/Medicaid  funding  has  been  cut.  For  us  that  is  good  news.  The  four  primary 
owners,  plus  the  thirty-five  other  physicians  who  own  stock  are  in  the  process  of  trying  to 
sell  the  corporation.  Our  concern  is  that  there  are  still  99  other  hospitals  similar  to 
Physicians'  operating  across  this  country. 

It  is  our  opinion  that  when  the  doctors  own  the  hospital  and  operate  it  to  their  benefit, 
when  the  almighty  dollar  rather  than  quality  patient  care  is  the  bottom  line,  when  physicians 
can  pick  and  choose  who  they  will  treat,  and  when  the  hospital  has  no  one  holding 
everyone's  feet  to  the  fire,  then  patients  will  not  be  well-served.  My  mother  is  an  example  of 
what  can  happen  if  no  one  is  looking  over  the  doctors'  shoulders. 

If  my  mother's  death  results  ia  raising  public  awareness  of  this  problem,  and  results  in 
this  Senate  committee  closing  some  of  the  existing  loopholes,  and  in  so  doing  perhaps  saves 
someone  else's  life,  I'm  certain  that  she  would  say  that  it  was  worth  it.  Please,  make  it  so. 
Thank  you  for  this  opportunity  to  address  the  committee.  I  will  be  happy  to  take  your 
questions. 
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On  behalf  of  the  American  Hospital  Association  (AHA),  our  4,800  member  hospitals  and 
health  care  systems,  and  our  35,000  individual  members,  we  are  pleased  to  present  our 
views  on  the  critically  important  issue  of  physician-owned,  limited-service  hospitals  and 
their  impact  on  health  care  in  our  society. 

A  loophole  in  federal  law  allows  physicians  to  own  limited-service  hospitals,  such  as 
cardiac,  orthopedic  and  surgical  facilities,  where  they  then  refer  patients  -  a  practice 
known  as  self-referral.  Self-referral  raises  serious  concerns  about  conflict  of  interest,  fair 
competition  and  whether  the  best  interests  of  patients  and  communities  are  being  served. 

Physician  conflict  of  interest  is  a  serious  problem.  When  physicians  own,  even  in  part, 
the  facilities  to  which  they  refer  patients,  their  decisions  are  subject  to  competing 
interests.  The  AHA  commends  the  committee  for  focusing  squarely  on  the  conflict  of 
interest  caused  by  self-referral. 

Risks  of  Conflict  of  Interest  vs.  Benefits  of  "Competition" 

The  question  facing  lawmakers  is:  Do  the  risks  posed  by  self-referral  outweigh  the 
benefits  of  adding  physician-owned,  limited-service  hospitals  to  the  competitive 
landscape?  The  risk  of  self-referral  is  that  the  financial  incentives  inherent  in  a  self- 
referral  model  will  influence  physician  behavior  in  ways  that  may  not  be  in  the  best 
interests  of  patients  and  the  system  as  a  whole.  Potential  benefits  touted  by  the 
physician-owned,  limited-service  hospital  community  include  enhanced  quality  and 
greater  efficiency. 
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This  question  can  be  answered  by  an  examination  of  the  evidence.  The  research  to  date 
has  found  strong  evidence  that  financial  incentives  are  influencing  physician  behavior. 
Behaviors  documented  include  patient  selection  and  steering,  service  selection  and 
increased  utilization.  On  the  other  hand,  two  benefits  of  competition  claimed  by  these 
facilities  have  not  been  borne  out  -  they  are  not  more  efficient  and  quality  results  have 
been  mixed. 

Patient  selection  and  steering.  Evidence  shows  that  physician-owners  respond 
to  financial  incentives  by  "cherry  picking"  patients  in  three  ways.  First,  they 
simply  avoid  treating  uninsured.  Medicaid  and  other  patients  for  whom 
reimbursement  is  low.  Second,  they  selectively  refer  patients  to  different 
facilities,  sending  well-insured  patients  to  tte  facilities  they  own  and  poorly- 
insured  or  uninsured  patients  elsewhere,  often  to  the  local  full-service 
community  hospital.  Third,  they  selectively  refer  healthier,  lower-cost,  lower- 
risk  patients  to  facilities  they  own,  leaving  more  severely  ill  patients  to  be 
treated  by  local  full-service  community  hospitals.  Central  to  this  concern  is 
whether  the  patient's  best  interest  is  being  served  by  the  physician^s  selection  of 
where  the  procedure  will  be  provided. 

These  behaviors  were  documented  by  the  Medicare  Payment  Advisory 
Conunission's  (MedPAC)  March  2005  report  to  Congress.  MedPAC  found  that 
physician-owned  hospitals  treat,  on  average,  a  lower  share  of  Medicaid  patients. 
Since  Medicaid  pays  less  than  the  cost  of  care  -  in  2004,  Medicaid  paid  less 
than  90  cents  for  every  dollar  spent  treating  Medicaid  patients  -  the  financial 
burden  of  treating  more  than  57  million  Medicaid  beneficiaries  falls  to  the  full- 
service  conmiunity  hospital.  MedPAC  also  found  that  physician-owned, 
limited-service  facilities  treat  relatively  low  severity  patients  within  profitable 
diagnoses-related  groups.  Government  Accountability  Office  (GAO)  reports 
and  other  peer  review  literature  also  support  these  findings. 

A  March  2005  Centers  for  Medicare  &  Medicaid  Services'  (CMS)  report  to 
Congress  studied  physician-owned,  limited-service  facilities  and  also  found  that 
all  but  one  hospital  treated  patients  with  a  lower  severity  of  illness  than  full- 
service  community  hospitals.  In  addition  to  this  evidence  of  patient  selection, 
CMS  documented  patient  steering:  In  two  out  of  three  cardiac  facilities,  owners 
had  a  clear  preference  for  referring  inpatients  to  their  owned  facility.  CMS  also 
found  that  surgical  and  orthopedic  hospitals  resemble  ambulatory  surgery 
centers,  lack  active  emergency  departments  and  focus  on  outpatient  services. 

Service  selection.  Physician-owned,  limited-service  hospitals,  by  definition, 
limit  the  care  they  provide  to  a  select  group  of  services.  As  research  from 
MedPAC  has  shown,  physician-owners  target  only  profitable  diagnoses  and 
procedures  —  cardiac  care,  orthopedic  surgery  and  other  surgical  procedures. 
There  are  no  limited-service  bum  hospitals,  limited-service  neonatal  care 
hospitals  or  limited-service  pneumonia  hospitals. 
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Increased  utilization.  Even  more  troubling,  growth  in  these  facilities  leads  to 
increased  use  of  health  care  services.  MedPAC  found  in  its  April  2006  study 
that  when  physician-owned  heart  hospitals  entered  a  community,  cardiac 
surgeries  per  1,000  Medicare  beneficiaries  increased  by  about  6  percent.  As 
one  conunissioner  stated,  'That's  not  a  sustainable  rate  of  growth/'  These 
results  represent  an  update  of  the  prior  report,  including  data  from  43  additional 
physician-owned,  limited-service  hospitals  -  nearly  double  the  number  with 
available  data  in  the  original  study.  TTie  finding  of  increased  utilization  is 
statistically  significant  based  on  two  additional  years  of  experience  with 
physician-owned  cardiac  hospitals. 

Meanwhile,  the  research  to  date  docs  not  support  claims  that  these  facilities  provide  the 
desired  benefits  of  competition,  efficiency  and  quality. 

Efficiency  claims  unfounded.  The  April  2006  MedPAC  data  found  that 
physician -owned  surgical  and  orthopedic  hospitals  have  costs  that  are  20  to  30 
percent  higher  than  competing  community  hospitals,  while  physician-owned 
heart  hospitals  have  about  the  same  cost  per  case  as  competing  community 
hospitals.  This  finding  refutes  the  claim  from  physician-owned,  limited-service 
hospitals  that  they  are  more  efficient  -  no  competitive  benefits  were  found.  A 
recent  GAO  report,  which  questioned  whether  physician-owned,  limited-service 
hospitals  enhance  the  competitive  landscape,  instead  found  that  hospitals  in 
markets  with  and  without  limited-service  hospitals  already  face  a  high  level  of 
competition.  The  study  found  no  evidence  that  physician-owned,  limited- 
service  hospitals  enhance  competition. 

Improved  oualitv  claims  unproven.  The  March  2005  CMS  report  to  Congress 
also  found  that  when  physician-owned  cardiac  hospitals  were  compared  to  full- 
service  hospitals  for  quality,  readmission  rates  were  higher  for  physician-owned 
hospitals  while  mortality  rates  were  lower. 

Physician-ownership  and  self-referral  also  can  lead  to  serious  conflict  of 
interest  in  the  area  of  quality  oversight.  Oversight  fen-  the  quality  of  care  in 
America  is  performed  through  a  "peer  review"  process  -  groups  of  physicians 
who  review,  evaluate  and  oversee  the  quality  of  the  care  provided  by  their 
physician  colleagues  and  specialists.  Quality  oversight  is  fraught  with  conflict 
of  interest  when  the  physician  doing  the  review  is  an  owner/partner  with  the 
physician  being  reviewed.  The  arrangement  raises  concerns  about  whether 
quality  could  be  compromised  because  of  financial  interests. 

Moratorium  Recognized  Congressional  Concerns 

Because  of  concerns  with  the  rapid  increase  in  physician-owned,  limited-service 
hospitals,  the  Medicare  Modernization  Act  of  2003  (MMA)  imposed  a  temporary 
moratorium  on  physician  self-referrals  under  Medicare  to  new  limited-service  hospitals. 
After  the  moratorium  expired  June  8, 2005,  CMS  put  in  place  a  "defacto"  moratorium  - 
barring  self-referral  under  Medicare  to  new  limited-service  facilities  while  they 
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undertook  a  careful  review  of  Medicare  policies  related  to  these  entities.  In  the  Deficit 
Reduction  Act  of  2005  (DRA),  enacted  in  early  2006,  Congress  required  that  CMS 
continue  its  prohibition  against  self-referral  in  new  limited-service  hospitals  entering 
Medicare  until  the  agency  develops  and  submits  to  Congress  a  strategic  implementation 
plan  that  includes  legislative  and  regulatory  recommendations  for  regulating  physician 
investment  in  limited-service  hospitals,  participation  in  Medicaid  and  provision  of 
uncompensated  care. 

In  the  DRA,  Congress  again  signaled  its  concern  with  these  facilities  -  which  the  AHA 
shares  -  by  requesting  a  study  of  investment  structures  of  physician-owned,  limited- 
service  hospitals.  On  May  9,  CMS  submitted  its  interim  report  to  Congress.  The  report 
provided  lawmakers  with  an  update  on  CMS'  development  of  a  plan  to  determine 
whether  physician  investments  in  limited-service  hospitals  are  bona  fide  and  proportional 
to  their  investment  returns,  and  whether  physician-owned,  limited-service  hospitals 
should  be  required  to  annually  furnish  investment  information.  The  AHA  supports  the 
collection  of  new  data  in  order  to  conduct  a  rigorous  examination  of  these  issues. 

The  report  also  includes  a  summary  of  steps  CMS  has  taken  since  June  2005  to  respond 
to  recommendations  from  MedP  AC  and  the  Department  of  Health  and  Human  Services 
(HHS).  Many  of  these  recommendations  fall  short  of  dealing  with  the  real  issue  - 
physician  self-referral  and  conflict  of  interest. 

Troubling  Recent  Events 

Some  physicians  who  have  a  financial  interest  in  and  practice  medicine  at  physician- 
owned,  limited-service  hospitals  focus  on  well-paying  elective  procedures,  increase  the 
number  of  these  procedures  they  perform  per  day,  and  avoid  emergency  department 
coverage.  For  these  physicians,  profit  -  and  not  patient  care  -  has  become  a  strong 
motive  for  practicing  medicine. 

The  AHA  also  is  concerned  that  more  than  40  physician-owned,  limited-service  hospitals 
opened  and  participated  in  Medicare  during  the  moratorium  and  subsequent  suspensions, 
even  though  13  appear  to  have  been  grandfathered  under  the  MM  A.  We  are  concerned 
that  self-referral  may  have  occurred  in  these  facilities  and  that  CMS  has  not  scrutinized 
such  arrangements.  In  a  November  21, 2005  Freedom  of  Information  Act  request  to 
CMS,  the  AHA  asked  for  information  on  specialty  hospitals  which  had  requested 
advisory  opinions  as  to  the  validity  of  their  operation  as  a  limited-service  hospital  during 
the  moratorium,  information  on  those  entities  that  requested  Medicare  provider  numbers 
and  other  related  documentation  and  information.  As  of  May  17, 2006,  we  are  still 
waiting  for  CMS  to  provide  the  documentation. 

According  to  local  news  reports  from  Willamette,  Ore.,  one  hospital  which  opened  during 
the  moratorium.  Northeast  Portland's  Physicians'  Hospital,  was  unable  to  provide  critical 
medical  attention  to  a  post-operative  patient.  No  physicians  were  present  at  the  hospital 
when  an  88-year  old  patient  who  had  undergone  back  surgery  that  day  went  into  cardiac 
and  respiratory  distress.  Hospital  staff  instead  called  9 1 1  -  emergency  services  -  and 
requested  an  ambulance  to  transport  the  patient  to  a  local  community  hospital. 
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Unfortunately,  the  patient  died  as  a  result  of  delayed  medical  treatment  for  her 
complications.  Was  the  patient  or  her  family  aware  of  just  how  limited  the  capabilities 
were  at  this  hospital  and  that  complications  would  require  being  transported  to  a  fiiU- 
servicc  community  hospital? 

No  matter  how  routine  a  surgical  procedure  may  be,  complications  can  -  and  do  -  arise. 
Physicians  have  a  professional  obligation  to  be  available  to  their  patients  when  these 
situations  occur,  whether  it  is  at  3:00  p.m.  or  3:00  a.m.  In  the  case  of  the  Oregon  woman, 
she  went  into  cardiac  and  respiratory  distress  just  before  6  p.m.  on  Wednesday,  July  27, 
2005,  yet  no  physicians  were  on  site  at  the  specialty  surgery  facility  and  none  responded 
to  pages. 

Impact  on  Care 

Mr.  Chairman,  the  AHA  and  its  members  arc  concerned  about  the  impact  that  these 
limited-service  facilities  will  have  on  community  health  care  services.  The  behavior  of 
physician  owners  in  response  to  financial  incentives  puts  at  risk  a  community  hospital's 
ability  to  fiilly  serve  their  conmiumties.  You  and  Senator  Baucus  recently  requested 
examinations  of  these  facilities  and  their  practices  from  the  HHS  Office  of  Inspector 
General  and  the  GAO,  and  how  these  practices  affect  our  communities  and  health  care 
system. 

Through  studies  and  evidence  that  the  AHA  has  conducted  and  collected  in  communities 
in  which  a  number  of  physician-owned,  limited-service  hospitals  operate,  we  can  tell  you 
they  do  affect  the  community  health  care  infrastructure.  In  general,  as  these  facilities  pull 
out  from  the  community  hospitals  profitable  services  and  healthier  elective  procedures, 
full-service  community  hospitals  are  challenged  to: 

•  Continue  supporting  essential  services  that  are  seldom  self-supporting,  such  as 
EDs,  bum  units,  trauma  care,  and  care  for  uninsured  patients. 

♦  Maintain  specialty  "on-call"  coverage  in  the  ED,  as  physician-owners  of  limited- 
service  hospitals  may  no  longer  want  to  participate  in  this  broader  community 
commitment.  Lack  of  specialty  coverage  in  our  nation's  EDs  can  jeopardize  a 
hospital's  trauma  level  status  and  cause  emergency  patients  to  be  transported 
much  farther  to  access  needed  specialty  care. 

♦  Overcome  growing  inefficiencies,  such  as  more  downtime  and  less  predictable 
staffing  needs,  that  result  from  a  higher  proportion  of  emergency  admissions  at 
full-service  hospitals.  These  result  as  physician-owners  move  elective  admissions 
to  their  own  limited-service  hospitals. 

•  Coordinate  care  for  patients  in  their  community  when  increasing  numbers  are 
being  treated  for  a  single  condition  by  a  limited-service  hospital. 

So  far  most  community  hospitals  have  been  able  to  sustain  services,  despite  the  financial 
impact  of  physician-owned,  limited-service  hospitals,  but  at  what  cost  and  for  how  long? 
Given  full  rein,  physician-ownership  and  self-referral  will  erode  the  ability  of  community 
hospitals  to  recover  and  maintain  access  to  essential  -  and  for  some  unprofitable  - 
services  for  their  coimnunities. 
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The  solution  -  ban  self-referral  to  new  limited-service  hospitals.  Self-referral  is  a  federal 
issue  and  Congress  has  acted  since  1989  to  limit  self-referral  at  ttie  federal  level. 

Payment  changes  alone  are  not  enough.  MedPAC  has  recommended  a  number  of 
changes  to  the  Medicare  hospital  inpatient  prospective  payment  system  designed  to 
rebalance  payments  and  remove  financial  incentives  for  physicians  to  target  certain,  mote 
financially  rewarding  Medicare  services.  But  these  changes  alone  will  not  solve  the 
problem.  Even  if  Medicare  inpatient  payments  were  revised,  it  would  do  nothing  to 
address  non-Medicare  patients,  incentives  for  physician-owners  of  limited-service 
hospitals  to  steer  patients  to  their  owned  facilities,  to  increase  utilization  and  select  the 
most  well-insured  patients  and  avoid  Medicaid  and  uninsured  patients. 

Self-referral  and  conflict  of  interest  are  serious  threats  to  our  nation*s  health  care  system, 
and  endanger  the  overall  health  of  communities.  We  strongly  urge  Congress  to  close  tije 
loophole  in  the  federal  law  by  permanently  banning  physician  self-referral  to  new 
limited-service  hospitals.  By  doing  so,  Congress  can  help  prevent  conflict  of  interest 
between  physician  financial  incentives  and  patient  need,  preserve  care  for  everyone's 
emergent  and  urgent  health  care  needs,  and  promote  fair  competition  in  today's 
marketplace. 
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Re:  Physician-Chined  Specialty  Hospitals:  Profits  before  Patients? 


May  17, 2006 


Chairman  Grassley,  Ranking  Member  Baucus,  and  Members  of  the  Finance  Committee, 
the  American  Medical  Association  (AMA)  appreciates  the  opportunity  to  provide  our 
views  regarding  physician-owned  specialty  hospitals.  We  commend  the  Committee  for 
holding  a  hearing  on  this  important  issue. 

Specialty  hospitals  offer  improved,  cost-effective  care.  They  have  lower  infection  rates» 
fewer  medical  errors,  shorter  turnover  times,  and  increased  cost  efficiencies.  Moreover, 
specialty  hospitals  encourage  competition  between  and  among  health  facilities,  which  has 
led  to  the  delivery  of  higher  quality,  more  efficient,  and  innovative  health  care  in  the 
communities  where  they  are  located. 

The  AMA  strongly  supports  and  encourages  competition  between  and  among  health 
facilities  as  a  means  of  promoting  the  delivery  of  high  quality,  cost-effective  health  care. 
Consistent  with  AMA  Council  on  Ethical  and  Judicial  Affairs  Opinion  E-8.032,  we 
support  health  facility  ownership  and  referral  by  physicians  if  they  directly  provide  care 
or  services  at  the  facility.  The  growth  in  specialty  hospitals  is  an  appropriate  market- 
based  response  to  a  mature  health  care  delivery  system  and  a  logical  response  to 
incentives  in  the  payment  structure  for  certain  services. 

Numerous  market  and  environmental  factors  have  led  to  the  increase  in  physicians'  desire 
to  own  and  operate  specialty  hospitals.  This  growth  has  led  to  concern  among  general 
hospitals  that  must  compete  with  these  facilities.  This  concern,  however,  is  unfounded. 
The  impact  of  specialty  hospitals  has  not  proven  to  be  harmful  to  patients  or  to  general 
hospitals.  In  fact,  the  financial  impact  on  community  hospitals  in  the  markets  where 
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physician-owned  specialty  hospitals  are  located  has  been  limited.  These  hospitals  have 
managed  to  compensate  for  any  losses  of  patients  and  revenues  and  demonstrate  financial 
perfonnance  comparable  to  other  community  hospitals, 

BACKGROUND 

As  the  Committee  is  aware,  the  Medicare  Prescription  Drug,  Improvement,  and 
Modernization  Act  of  2003  (MMA)  imposed  an  1 8-month  moratorium  on  referrals  of 
Medicare  and  Medicaid  patients  by  physician -investors  in  certain  specialty  hospitals  not 
already  in  operation  or  under  development  as  of  November  1 8, 2003. '  The  MMA  further 
required  that  during  the  moratorium,  the  Secretary  of  the  Department  of  Health  and 
Human  Services  (HHS)  should  develop  a  study  of  investment  and  referral  patterns  and 
quality  of  care  provided  by  specialty  hospitals,  while  the  Medicare  Payment  Advisory 
Conmiission  (MedPAC)  should  study  payment  issues.  MedPAC,  in  consultation  with  the 
Government  Accountability  Office  (GAO),  and  HHS  submitted  their  findings  in  reports 
to  Congress  last  year.^  The  reports  confirmed  the  myriad  benefits  of  specialty  hospitals 
for  physicians,  nurses,  patients,  and  the  health  care  system  as  a  whole. 

Following  the  release  of  the  reports,  the  Centers  for  Medicare  and  Medicaid  Services 
(CMS)  announced  that  while  it  was  studying  additional  issues  related  to  specialty 
hospitals,  it  was  suspending  the  enrollment  for  specialty  hospitals  into  Medicare.  The 
suspension  was  to  end  on  February  15,  2006.  The  Deficit  Reduction  Act,  however, 
which  was  signed  into  law  before  the  end  of  the  CMS-imposed  suspension,  extended  the 
suspension  for  an  additional  six  months  in  order  to  allow  CMS  to  develop  a  Strategic 
Plan  relating  to  specialty  hospitals. 

SPECIALTY  HOSPITAL  REPORTS 

The  intent  of  Congress  in  enacting  the  initial  moratorium  was  to  determine,  within  a 
prescribed  amount  of  time,  whether  additional  legislative  or  administrative  restrictions  on 
specialty  hospitals  were  necessary  pending  review  of  the  issues  by  MedPAC  and  HHS. 
TTie  studies  have  been  overwhelmingly  positive  for  the  continued  development  of 
physician-owned  specialty  hospitals. 

MEDPAC/GAO 

MedPAC 's  report,  which  focused  on  the  financial  implications  of  specialty  hospitals, 
concluded  that  while  the  majority  of  specialty  hospitals  have  some  physician  owners,  the 
individual  physicians  who  have  a  financial  interest  in  a  specialty  hospital  are  small 
investors,  and  that  the  majority  of  physicians  who  work  in  specialty  hospitals  do  not  have 


'  The  MMA  defined  specialty  hospitals  as  those  primarily  or  exclusively  engaged  in  cardiac,  orthopedic, 
surgical  procedures,  and  any  other  specialized  category  of  services  designated  by  the  Secretary. 
^  See  U.S.  General  Accounting  Office,  Specialty  Hospitals:  Information  on  National  Market  Share. 
Physician  Ownership,  and  Patients  Served,  GAO-Ol-^^iR  (April  18, 2003);  U.S.  General  Accounting 
Office,  Specialty  Hospitals:  Geographic  Location,  Services  Provided,  and  Financial  Performance^  GAO-4- 
167  (October  22,  2003);  see  also.  Medicare  Payment  Advisory  Commission,  Physician-Owned  Specially 
Hospitals  (March  2005). 


209 

any  ownership  interest  in  the  facility.  ^  The  vast  majority  of  physicians  who  admit 
patients  to  specialty  hospitals,  therefore,  receive  no  financial  incentive  whatsoever  to  do 
so.  In  addition,  MedPAC  reported  that  Medicare  inpatient  margins  averaged  9.4  percent 
at  specialty  hospitals,  and  8.9  percent  at  general  hospitals— a  number  that  hardly 
substantiates  opponents'  claim  that  specialized  facilities  "cherry  pick"  the  most  profitable 
patients.'* 

In  addition,  the  MedPAC  report  found  no  conclusive  data  indicating  financial  harm  to 
community  hospitals  resulting  from  the  operation  of  specialty  hospitals.  The  report 
states,  "[t]he  financial  impact  on  community  hospitals  in  the  markets  in  which  physician- 
owned  specialty  hospitals  are  located  has  been  limited,  thus  far.  Those  community 
hospitals  competing  with  specialty  hospitals  have  demonstrated  financial  performance 
comparable  to  other  community  hospitals."'  The  report  underscored  this  in  noting  that 
there  has  been  "little  impact  on  community-hospital  profitability."*  Moreover,  the  report 
states,  "specialty  hospitals  may  be  an  important  competitive  force  that  promotes 
innovation."^ 

Updates  of  these  studies  confirm  that  specialty  hospitals  have  had  a  limited  impact  on 
competing  community  hospitals.  The  most  recent  GAO  report,  released  May  8, 2006, 
builds  upon  the  previous  Reports  from  MedPAC  and  HHS,  and  confirms  that  general 
hospitals  are  largely  unaffected  by  competition  from  specialty  hospitals.*  Specifically, 
the  GAO  report,  which  compared  general  hospitals  in  regional  markets  with  a  specialty 
hospital,  to  general  hospitals  in  regional  markets  where  there  were  no  specialty  hospitals, 
found  that  general  hospitals  face  competition  from  many  types  of  facilities,  not  just 
specialty  hospitals.^  And,  there  was  little  evidence  to  suggest  that  general  hospitals  made 
substantially  more  or  fewer  operational  or  service  changes,  or  different  types  of  changes, 
if  some  of  their  competition  came  from  a  specialty  hospital.'*'  Similarly,  MedPAC's 
updated  evaluation  of  specialty  hospitals  found  that  specialty  hospitals  do  not  have  a 
statistically  significant  effect  on  the  total  revenue  or  total  margins  of  community  hospitals 
in  their  markets."  MedPAC's  evaluation  also  confirmed  that  physician-owned  specialty 
hospitals  had  shorter  than  expected  lengths  of  stay  for  Medicare  patients. 

HHS  REPORTS 

Applying  criteria  similar  to  that  used  by  MedPAC,  CMS  produced  a  report  to  Congress 
using  a  study  sample  of  1 1  specialty  hospitals  in  six  markets  to  review  patient  quality-of- 

^  GAO,  supra  note  2 

*  See  id. 

'  MedPAC,  supra  note  2,  at  p.  vii. 
*Mat  p.  23- 
'  Id.  at  p.  43. 

*  See  U.S.  General  Accounting  Office,  General  Hospitals:  Operational  and  Clinical  Changes  Largely 
Unaffected  by  Present  of  Competing  Specialty  Hospitals.  GAO-06-50  (April  2006) 

^  See  id 
See  id 

' '  See  MedPAC,  J.  Stensland  and  J.  PettengilK  Physician-Owned  Specialty  Hospitals  Revisited 
(Presentation  Slides),  (April  19, 2006). 
^' See  id 
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care  issues.*^  Rather  than  finding  harm,  CMS  Administrator  Dr.  Mark  McClellan 
testified  to  findings  of  high  quality  of  care  at  specialty  hospitals  when  he  presented  his 
agency's  report.  Specifically,  he  noted,  "specialty  hospitals  generally  provide  a  more 
uniform  set  of  services  and  have  fewer  competing  pressures  than  community  hospitals 
and  thus  are  able  to  provide  more  predictable  scheduling  and  patient  care."'"*  The  CMS 
report  also  found  fewer  complications  and  lower  mortality  rates  at  cardiac  hospitals,  even 
when  adjusted  for  severity,  and  noted  that,  "cardiac  hospitals  delivered  high  quality  of 
care  that  was  as  good  as  or  better  than  their  competitor  hospitals.'*' '  As  for  surgical  and 
orthopaedic  hospitals,  CMS  found  that  patient  satisfaction  was  extremely  high. 

In  addition,  pursuant  to  a  contract  with  CMS,  RTI  International  produced  a 
comprehensive  report  published  in  the  journal,  Health  Affairs,  which  dealt  with  four 
policy  issues  related  to  specialty  hospitals.' RTI  focused  on  the  following  issues: 
whether  specialty  hospitals  enjoy  an  "unfair''  competitive  advantage  in  their  markets 
driven  by  the  incentive  of  physician-ownership;  whether  physician-ownership  results  in 
favorable  referral  patterns  to  specialty  hospitals;  how  specialty  hospital  care  and  patient 
satisfaction  compare  to  local  community  hospitals;  and  whether  specialty  hospitals  bear 
an  equal  burden  in  providing  community  benefits  compared  with  community  hospitals.'* 

The  researchers  found  that  specialty  hospitals  stimulate  a  competitive  environment  in 
many  markets,  which  could  have  positive  effects  on  quality  of  care.  With  regard  to 
referral  patterns,  they  found  that  while  physician  owners  often  refer  patients  to  their  own 
facilities,  many  do  so  for  reasons  not  related  to  profits.  Concerning  hospital  care  and 
patient  satisfaction,  the  study  found  that  specialty  hospitals  generally  provide  high- 
quality  care  "to  satisfied  patients."  Finally,  the  study  concluded  that  while  specialty 
facilities  provide  less  uncompensated  care,  they  contribute  substantial  tax  revenues, 
contrary  to  the  notion  that  these  facilities  are  simply  a  drain  on  community  resources.  In 
fact,  they  reported  that  the  "total  proportion  of  net  revenue  that  specialty  hospitals 
devoted  to  uncompensated  care  and  taxes  combined  exceeded  the  proportion  of  net 
revenues  that  community  hospitals  devoted  to  uncompensated  care."  ^ 

Finally,  CMS,  in  its  May  8, 2006,  report  to  Congress,  found  that  physician  investors  in 
specialty  hospitals  typically  refer  patients  to  community  hospitals  and  specialty  hospitals 
accept  referrals  fi-om  non-investor  physicians."^^  In  addition,  CMS  noted  that  by  focusing 


CMS,  Centers  for  Medicare  &  Medicaid  Services  Study  of Pkysician-owned  Specialty  Hospitals 
Required  in  Section  507(c)(2}  of  the  Medicare  Prescription  Drug,  Improvement,  and  Modernization  Act  of 
2Wi.  (May  2005). 

Mark  McClellao,  M.D.,  Administrator,  Centers  for  Medicare  &  Medicaid  Services  (CMS),  in  testimony 
before  the  House  Committee  on  Energy  and  Commerce^  May  12, 2005  - 
http://www.cms.hhs.gov/media/press/testimony.asp?Counter+ 1 459. 

CMS,  supra  note  13,  at  p.5. 
'*CMS,  supra  noit  13. 

RTI  International,  Specialty  Versus  Community  Hospitals:  Referrals.  Quality,  and  Community  Benefits, 
Health  Affairs  25,  no.  1  (2006):  106-1 18  (JanuaiV/Febniary  2006). 

See  id 
''See  id 

CMS,  Strategic  Plan  Regarding  Physician  Investment  in  Specialty  Hospitals  Section  5006  of  the  Deficit 
Reduction  Act  Interim  Report,  (May  8. 2006). 
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on  certain  types  of  cases,  specialty  hospitals  have  the  potential  to  increase  the  quality  of 
care  and  to  provide  care  (including  surgical  procedures)  in  a  more  efficient  manner. Ail 
of  the  recent  studies  regarding  specialty  hospitals  have  consistently  found  that  specialty 
hospitals  represent  a  desirable,  alternative  form  of  care  for  many  Medicare  patients  and 
are  in  many  respects  an  asset  to  the  communities  they  serve. 

THERE  IS  NO  EVIDENCE  THAT  PHYSICIAN  REFERRALS  TO  SPECIALTY 
HOSPITALS  ARE  FINANCIALLY  MOTIVATED 

The  studies  completed  by  MedPAC  and  HHS  provide  no  support  for  claims  that 
physician  referrals  to  specialty  hospitals  are  financially  motivated  or  inappropriate.  The 
comprehensive  studies  performed  to  date  demonstrate  that  the  majority  of  physicians  who 
admit  patients  to  specialty  hospitals  have  no  ownership  interest  and  thus  receive  no 
financial  incentives  to  refer  patients  to  them.  In  fact,  the  GAO  found  that  while  aknost 
70  percent  of  specialty  hospitals  have  some  physician  owners,  individual  physicians  who 
have  financial  interests  in  specialty  hospitals  are  small  investors — the  average  investment 
amounting  to  less  than  two  percent.  In  addition,  overall,  approximately  73  percent  of 
physicians  with  admitting  privileges  at  specialty  hospitals  were  not  investors  in  these 
hospitals.^^ 

The  congressional ly  mandated  studies  also  found  that  physicians  refer  patients  to 
specialty  hospitals  for  myriad  reasons  unrelated  to  financial  gain.  The  RTI  International 
study  found  that  physicians  refer  to  specialty  hospitals  for  reasons  such  as  insurance 
contracts,  patient  preferences,  scheduling  of  procedures,  and  the  location  of  the  hospital 
relative  to  physician  offices. 

Finally,  there  is  no  evidence  that  physician  ownership  and  referrals  to  specialty  hospitals 
leads  to  inappropriate  utilization.  MedPAC  found  no  evidence  that  overall  utilization 
rates  in  communities  with  specialty  hospitals  rose  more  rapidly  than  utilization  in  other 
communities.^^  in  addition,  HHS  found  no  evidence  that  physicians  who  have  an 
ownership  interest  in  a  specialty  hospital  inappropriately  refer  patients  to  that  hospital  or 
have  increased  utilization."^'*  In  fact,  data  shows  no  difference  in  referral  patterns  between 
physician  owners  and  non-owners.^^  Thus,  physicians  are  not  improperly  referring 
patients  to  specialty  hospitals  for  financial  gain. 

SPECIALTY  HOSPITALS  ARE  NOT  HARMFUL  TO  COMMUNITY  HOSPITALS 
AND  THEY  CONTRIBUTE  SIGNIFICANTLY  TO  THE  COSTS  OF  CHARITY  CARE 

The  cumulative  evidence  garnered  from  the  studies  performed  by  MedPAC  and  CMS 
prove  that  general  hospitals  are  not  suffering  financially  as  a  result  of  the  growth  of 
physician-owned  specialty  hospitals.  In  fact,  MedPAC  found  that  the  financial  impact  on 


t>trc  tu. 

MedPAC,  supra  note  2. 
^*  CMS,  supra  note  13. 
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community  hospitals  in  the  markets  where  physician-owned  specialty  hospitals  are 
located  has  been  limited.  These  hospitals  have  demonstrated  financial  performance 
comparable  to  other  community  hospitals.  MedP  AC  also  found  that  specialty  hospitals 
are  an  attractive  alternative  for  patients  and  their  families. 

Previous  analysis  has  indicated  that  specialty  hospitals  may  treat  fewer  Medicaid  patients 
than  general  hospitals.  This  is  due  in  large  part,  however,  to  the  fact  that  specialty 
hospitals  typically  do  not  provide  the  services  most  often  utilized  by  Medicaid  patients. 
A  significant  proportion  of  Medicaid  spending  is  budgeted  to  services  such  as  perinatal, 
neonatal,  pediatric,  and  primary  care.  Almost  three-quarters  of  the  recipients  of  Medicaid 
are  low-income  women  and  children,  and  Medicaid  covers  more  than  40  percent  of  all 
childbirths  in  the  United  States.  These  services,  however,  are  generally  not  provided  by 
surgical  and  cardiac  hospitals.  Rather  than  simply  comparing  specialty  hospitals  and 
community  hospitals  based  upon  the  shear  number  of  Medicaid  patients  treated  or  the 
amount  of  Medicaid  revenue  collected,  any  review  of  Medicaid  services  provided  by 
specialty  hospitals  should  consider  this  critical  distinction. 

In  addition,  the  number  of  Medicaid  patients  receiving  care  at  specialty  hospitals  is 
significantly  impacted  by  the  states'  increasing  tendency  to  utilize  managed  care  plans 
and  selective  contracting  for  the  provision  of  health  care  services  for  the  Medicaid 
population.  In  fact,  between  1991  and  2003,  the  percentage  of  Medicaid  enroUees 
covered  by  managed  care  programs  increased  from  1 0  percent  to  59  percent,  and 
according  to  CMS,  the  number  continues  to  grow.  As  states  have  gained  experience  with 
managed  care  for  Medicaid  beneficiaries,  they  have  also  increasingly  turned  to  selective 
contracting  and  competitive  bidding.  In  selective  contracting,  states  contract  with  a 
limited  number  of  providers  to  supply  certain  agreed  upon  services  for  Medicaid 
beneficiaries  at  prospectively  agreed  upon  rates.  Rates  are  typically  set  through  a 
competitive  bidding  process,  whereby  states  require  providers  or  plans  to  submit  bids  and 
compete  with  one  another  to  offer  services.  States  then  award  contracts  to  those  hospitals 
that  offer  the  lowest  priced  service  arrangements,  and  Medicaid  beneficiaries  are  required 
to  seek  treatment  only  at  those  facilities. 

Both  of  these  practices  significantly  restrict  the  ability  of  specialty  hospitals  to  provide 
services  to  the  Medicaid  population.  Unlike  general  hospitals,  specialty  hospitals 
typically  are  not  involved  in  the  bidding  process  for  Medicaid  service  contracts,  and  are 
therefore  prohibited  from  treating  Medicaid  patients  covered  under  a  selective  contract. 
Likewise,  Medicaid  Health  Maintenance  Organizations  (HMOs)  typically  do  not  contract 
with  specialty  hospitals,  often  because  HMOs  are  owned  by  general  hospitals  or  general 
hospitals  refijse  to  participate  in  managed  care  plans  that  contract  with  specialty 
hospitals.  Failure  to  recognize  and  consider  the  effect  of  these  contractual  relationships 
on  specialty  hospitals'  ability  to  provide  services  to  the  Medicaid  population  paints  an 
incomplete  and  skewed  picture. 

Furthermore,  specialty  hospitals  benefit  their  communities  through  charity  care  and  tax 
expenditures.  As  noted  above,  the  CMS  study  concluded  that  the  total  proportion  of  net 
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revenue  that  specialty  hospitals  devote  to  both  uncompensated  care  and  taxes 
^'significantly  exceeds"  the  proportion  of  net  revenues  general  hospitals  devote  to 
uncompensated  care.27  Nonprofit  hospitals,  on  the  other  hand,  are  exempt  from  federal 
and  state  income  taxes,  local  property  taxes,  and  have  access  to  tax-exempt  financing.  In 
addition,  most  nonprofit  hospitals  receive  Medicare  and  Medicaid  Disproportionate  Share 
Hospital  (DSH)  payments  to  help  defray  the  costs  of  uncompensated  care. 

PHYSICIAN  INVESTMENT  IN  SPECIALTY  HOSPITALS  IS  ETHICAL.  LEGAL.  AND 

APPROPRIATE 

It  is  ethically  and  legally  permissible  for  physicians  to  invest  in,  and  refer  patients  to, 
health  facilities.  AMA  ethical  opinion  E-8.032,  "Conflicts  of  Interest:  Health  Facility 
Ownership  by  a  Physician,"  delineates  two  scenarios  whereby  physicians  may 
appropriately  make  patient  referrals  to  health  facilities  in  which  they  have  an  ownership 
interest.  First,  it  sets  forth  a  general  rule  that  physicians  may  appropriately  make  such 
referrals  if  they  directly  provide  care  or  services  at  the  facility  in  which  they  have  an 
ownership  interest.  Second,  it  describes  a  separate  situation  when  physicians  may 
appropriately  make  such  referrals,  which  arises  when  a  needed  facility  would  not  be  built 
if  referring  physicians  were  prohibited  from  investing  in  the  facility.  In  the  latter  case, 
the  appropriateness  of  the  referrals  would  not  depend  upon  whether  the  physician  has 
personal  involvement  with  the  provision  of  care  at  the  facility,  but  whether  there  is  a 
demonstrated  need  for  the  facility.  Physician-ownership  of  specialty  hospitals  and 
referral  of  patients  for  treatment  at  such  facilities  fits  squarely  within  this  ethical 
opinion.'^ 

In  addition  to  ethical  policy,  physician  self-referral  laws  permit  physician  ownership  of 
treatment  facilities  and  referrals  to  such  facilities  under  various  circumstances.^^  The 
physician  self-referral  law,  the  "Stark  law,"  permits  physician  ownership  of  a  hospital, 
and  referral  of  pafients  to  that  hospital,  if  the  physician  is  authorized  to  perform  services 
at  that  hospital  and  the  ownership  interest  is  in  the  "hospital  itself  and  "not  merely  in  a 
subdivision  of  the  hospital."  Although  this  whole  hospital  exception  has  been  referred  to 
as  a  "loophole,"  such  allegations  are  unsupportable  and  misleading. 

Specialty  hospitals  are  entire  hospitals,  not  subdivisions  of  a  hospital.  They  are 
independent,  legally-organized,  operating  entities  that  provide  a  wide  range  of  services 
for  patients,  from  the  begirming  to  the  end  of  a  course  of  treatment  including  specialty 
and  sub-specialty  physician  services.  In  fact,  a  significant  number  of  specialty  hospitals 
also  provide  primary  care,  intensive  care,  and  emergency  services. 


^^CMS,5M/?ranote  13. 

^  The  hospital  associations  have  distoited  AMA  ethical  opinion  E-8.032  by  claming  that  it  pix>hibits 
physicians'  referrals  to  facilities  in  which  they  have  an  ownership  interest  unless  there  is  a  demonstrated 
need  in  the  community.  Although  a  demonstrated  need  in  the  community  is  one  ethical  justification  for  a 
referral  to  a  facility  that  one  owns,  it  is  a  mischaracterization  of  AMA  ethical  opinion  to  state  that  it  is  the 
only  justification. 

^  See  generally,  42  V. S.C.  I395nn.,42  CFR  411.350-411. 361, 42  U.S.C.  I320a-7b,  and  42  CFR  1001.952. 
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The  protection  of  referrals  to  an  entire  hospital,  and  not  just  a  "subdivision  of  a  hospital," 
originally  included  in  Stark  I,  was  intended  to  prevent  circumvention  of  the  ban  on 
referrals  of  laboratory  services.  When  Stark  II  was  enacted.  Congress  expanded  the  ban 
on  physician  referrals  from  clinical  laboratory  services  to  an  entire  list  of  ancillary 
services  referred  to  as  "designated  health  services."  These  designated  health  services  are 
ancillary  services,  not  physician  services.  Thus,  Congress  clearly  intended  the  Stark  laws 
to  prevent  referrals  for  ancillary  services,  not  professional  services  performed  by  a 
physician. 

In  addition  to  addressing  alleged  problems  related  to  the  referral  of  ancillary  services,  the 
Stark  laws  also  prohibit  referrals  to  locations  where  the  referring  physician  is  not  directly 
involved  in  the  care  of  the  patient.  Under  the  Stark  laws,  referrals  to  physician-owned 
facilities  are  permissible  only  when  the  referring  physician  personally  performs  the 
service,  or  when  the  service  is  performed  or  supervised  by  another  physician  in  the 
referring  physician's  group  practice,  in  the  same  building  where  the  referring  physician 
regularly  practices,  or  in  a  centralized  building  used  by  the  referring  physician  for  some 
or  all  of  the  designated  health  services  performed  by  the  group  practice.  The  Stark  laws 
provide  adequate  restrictions  on  physician  investment  in  specialty  hospitals  prohibiting 
physicians  from  making  referrals  to  facilities  where  they  do  not  practice  and  at  which 
only  ancillary  services  are  provided. 

The  Stark  laws  were  intended  to  prohibit  referrals  only  where  studies  demonstrated 
increased  or  inappropriate  utilization  of  such  services  by  physician-owners.  There  is  no 
evidence  of  increased  utilization  of  hospital  services  resulting  from  physician  referrals. 
Similarly,  HHS  found  no  evidence  that  physicians  who  have  an  ownership  interest  in  a 
specialty  hospital  inappropriately  refer  patients  to  that  hospital  or  have  increased 
utilization.  Thus,  there  is  no  rationale,  other  than  to  stifle  competition,  for  enacting 
additional  enforcement  measures  aimed  at  specialty  hospitals. 

Permitting  physicians  to  own  specialty  hospitals  and  refer  patients  to  them  is  consistent 
with  Congress'  intent — to  permit  physician  investments  in  facilities  where  the  physician- 
investors  provide  care.  Specialty  hospitals  are  entire  hospitals;  they  do  not  provide  only 
ancillary  services,  and  physicians  who  invest  in  them  not  only  refer  their  patients  to  them, 
but  also  treat  their  patients  there. 

The  AMA  believes  that  any  additional  enforcement  efforts  should  be  focused  on 
prohibiting  general  hospitals  from  engaging  in  inappropriate  self-referral  practices.  Such 
practices  include  economic/exclusive  credentialing/conflict  of  interest  policies  and 
medical  staff  development  plans  that  revoke  or  refrise  to  grant  medical  staff  membership 
or  clinical  privileges  to  physicians  or  other  licensed  independent  practitioners  that  have 
an  indirect  or  direct  financial  investment  in  a  competing  entity,  thereby  requiring  referrals 
and  channeling  patients  to  their  facilities.  Such  actions  restrict  a  physician's  ability  to 
provide  health  care  based  on  his  or  her  professional  judgment  and  the  patient's  best 
interest.  This  harms  not  only  individual  patients,  but  federal  health  care  programs  and  the 
health  care  marketplace  as  a  whole. 
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CONCLUSION 

There  is  substantial  and  conclusive  evidence  that  physicians  are  not  inappropriately 
referring  patients  to  specialty  hospitals  and  that  general  hospitals  are  not  suffering  as  a 
result  of  the  growth  of  physician-owned  specialty  hospitals.  The  studies  completed  to 
date  conclusively  establish  that  specialty  hospitals  increase  competition  in  the  hospital 
industry  and  provide  patients  with  higher  satisfaction  and  more  choice — forcing  existing 
hospitals  to  innovate  to  stay  competitive.  Thus,  the  AMA  believes  that  patients  will  be 
better  served  if  Congress  does  not  act  to  extend  the  moratorium  on  physician  referrals  to 
specialty  hospitals  in  which  they  have  an  ownership  interest. 


We  urge  the  Committee  and  Senate  to  consider  the  recommendations  we  have  discussed 
today.  We  are  happy  to  work  with  the  Committee  as  it  considers  these  important  matters. 
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Statement  for  the  Record 

Physician-Owned  Specialty  Hospitals:  Profits  before  Patients? 

May  17, 2006 

The  Council  of  State  Governments 
2760  Research  Park  Drive 
P.O.  Box  11910 
Lexington,  KY  40578 


THE  COUNCIL  OF  STATE  GOVERNMENTS 
RESOLUTION  ON  SPECIALTY  HOSPITALS 

Resolution  Summary 

The  Medicare  Payment  Advisory  Commission  (MedPAC)  is  an  independent  federal  body 
established  by  the  Balanced  Budget  Act  of  1997  (FX.  105-33)  to  advise  the  U.S. 
Congress  on  issues  affecting  the  Medicare  program.  The  Commission's  statutory  mandate 
is  to  advise  the  Congress  on  payments  to  private  health  plans  participating  in  Medicare 
and  providers  in  Medicare's  traditional  fee-for-service  program,  and  to  analyze  access  to 
care,  quality  of  care  and  other  issues  affecting  Medicare. 

The  Congress,  in  the  Medicare  Prescription  Drug  Improvement  and  Modernization  Act  of 
2003  (MMA)  directed  MedPAC  and  the  Secretary  of  the  Department  of  Health  and 
Human  Services  to  report  to  the  Congress  on  certain  issues  concerning  physician-owned 
heart,  orthopedic,  and  surgical  specialty  hospitals,  also  known  as  specialty  hospitals. 
Specifically,  the  law  imposed  an  18-month  moratorium,  which  expired  on  June  8, 2005, 
during  which  physician-investors  in  new  specialty  hospitals  could  not  refer  Medicare  or 
Medicaid  patients  to  those  hospitals,  thereby  effectively  halting  the  development  of  new 
specialty  hospitals.  MedPAC  was  charged  with  analyzing  the  possible  fiscal 
consequences  of  physician-owned  specialty  hospitals  for  existing  community  hospitals, 
Medicare  beneficiaries,  and  Medicare  payments. 

Last  summer,  CMS  again  temporarily  suspended  enrollment  of  new  specialty  hospitals 
while  the  agency  reviewed  its  procedures  for  enrollment.  On  February  8, 2006,  President 
Bush  signed  the  Deficit  Reduction  Act  of  2005  (DRA)  into  law.  A  number  of  DRA 
provisions  were  effective  January  1,  2006.  The  DRA  continues  that  suspension  until  the 
earlier  of  six  months  after  enactment  or  CMS's  release  of  a  final  report  on  specialty 
hospitals  required  by  the  DRA.  The  DRA  directs  CMS  to  develop  a  strategic  and 
implementation  plan  addressing  these  hospitals'  proportionality  of  investment  return; 
whether  the  investment  is  a  bona  fide  investment;  and  whether  the  Secretary  should 
require  annual  disclosure  of  investment  information,  hi  addition,  the  DRA  requires  the 
Secretary  to  consider  the  provision  by  specialty  hospitals  of  care  to:  (a)  Medicaid 
patients;  (b)  patients  receiving  medical  assistance  under  a  State  demonstration  project 
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approved  under  liile  XI  of  the  Act;  and  (c)  patients  receiving  charity  care.  The  DRA  also 
requires  the  strategic  and  implementing  plan  to  address  the  issue  of  appropriate 
enforcement.  The  DRA  requires  an  interim  report  within  three  months  and  a  final  report 
within  six  months. 


Additional  Resource  Informarion 

The  Medicare  Payment  Advisory  Commission  -  www.medpac.gov 
Centers  for  Medicare  and  Medicaid  Services  -  www.cms.hhs.gov 


Management  Directives 

>  Management  Directive  #1:  Support  the  extension  of  the  moratorium  on  the 
expansion  of  specialty  hospitals  so  that  state  legislatures  can  study  the  issue  in 
more  detail  and  explore  possible  legislative  initiatives  to  address  the  specialty 
hospital  concerns  such  as  state  licensure  laws  and  the  definition  of  a  hospital. 

>  Management  Directive  #2:  CSG  staff  will  post  approved  resolution  on 
CSG's  web  site  and  make  available  through  its  regular  communication  venues 
at  the  state  and  local  level  to  ensure  its  distribution  to  the  state  government 
and  policy  community. 
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the  issue  of  physician  ownership  of  specialty  hospitals  continues  to  be  an 
issue  of  interest  and  concern  in  many  states  across  the  country; 

many  states  continue  to  see  increasing  growth  in  the  number  of  these 
facilities  even  though  numerous  independent  studies  indicate  that  specialty 
hospitals  encourage  over  utilization  of  medical  services  and  treat  limited 
numbers  of  Medicaid  and  uninsured  patients  and  thereby  threatening  the 
safety  net  provided  by  community  hospitals; 

many  states  considered  the  issue  of  specialty  hospitals  during  the  2005  and 
2006  legislative  sessions  and  concluded  that  state  legislatures  need  to 
study  the  issue  in  more  detail,  including  possible  changes  to  state 
licensure  laws  and  to  the  definition  of  a  hospital; 

Congress  has  recognized  these  concerns  and  included  provisions  in  the 
recently  passed  Eteficit  Reduction  Act  of  2005  (DRA)»  requiring  the 
Secretary  of  the  Department  of  Health  and  Human  Services  (HHS)  to 
develop  a  "strategic  and  implementing  plan"  to  address  physician 
ownership  of  specialty  hospitals  as  defined  under  the  physician  self 
referral  law; 

the  DRA  also  instructs  CMS  to  temporarily  suspended  enrollment  of  new 
specialty  hospitals  for  a  period  of  six  months  effective  January  1. 2006, 
while  HHS  completes  it's  strategic  and  implementing  plan; 

BE  IT  THEREFORE  RESOLVED,  that  The  Council  of  State  Governments  encourages 
the  Department  of  Health  and  Human  Services  to  conduct  a  thorough  and 
complete  analysis  of  the  physician  owned  specialty  hospital  issue  and  to 
provide  appropriate  rules,  regulations,  and  legislative  guidance  to 
eliminate  any  unfair  competitive  advantage  that  physician  referrals  may 
have  and  ensure  that  all  health  care  providers  provide  appropriate  support 
to  State  Medicaid  programs  and  participate  in  appropriate  emergency 
services  networks. 

Adopted  this  10*  Day  of  May,  2006  at  the 

CSG  Spring  National  Committee  and  Task  Force  Meetings 

In  White  Sulphur  Springs,  West  Virginia 

— (^^^^ 


WHEREAS, 
WHEREAS, 

WHEREAS, 
WHEREAS, 

WHEREAS, 


Governor  Jim  Douglas 
2006  CSG  President 


Senate  President  Eari  Ray  Tomblin 
2006  CSG  Chair 
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INTRODUCTION 

My  iKiine  is  Ed  French,  I  currently  serve  as  President  and  Chief  Executive  Officer  for  MedCath 
Corporation  (  MedCath).  Thank  you  for  the  opportunity  to  submit  this  statement  on  behalf  of  our 
company,  our  physician  partners,  our  nurses,  our  professional  staff,  and  the  patients  who  have 
utilized  MedCath's  hospitals. 

Based  in  Charlotte,  North  Carolina,  MedCath  is  a  national  provider  of  cardiovascular  services. 
We  build  and  operate  fijlly- licensed  acute  care  hospitals,  and  other  clinics  and  centers  focusing 
on  cardiovascular  care.  All  of  our  12  hospitals  are  owned  in  partnership  with  physicians  and,  in 
certain  instances,  local  community  hospitals.  We  also  have  entered  into  alliances  with 
community  hospitals  to  enhance  the  provision  of  cardiovascular  sen-  ices  in  their  communities. 

We  have  established  an  outstanding  reputation  for  innovation  and  for  our  focus  on  providing 
high-quality  cardiovascular  care  We  believe  that  patients  with  cardiovascular  disease  in  the 
communities  we  serve  receive  better  care  as  a  direct  result  of  the  presence  of  our  hospitals  in 
those  communities. 

THE  BENEFITS  OF  PHYSICIAN  OWNED  SPECIALTY  HOSPITALS  HAVE  BEEN 
CONFIRMED  BY  SEVERAL  COMPREHENSIVE  STUDIES 

A  wide  array  of  federal  agencies  and  related  entities  have  examined  physician-owned  specialty 
hospitals  including  the  Federal  Trade  Commission  (FTC),  Department  of  Justice  (DOJ),  the 
Medicare  Payment  Advisory  Commission  (MedPAC),  and  the  Centers  for  Medicare  &  Medicaid 
Services  (CMS).  While  the  reports  and  studies  produced  by  these  entities  have  noted  certain 
differences  between  physician-owned  specialty  hospitals  and  community  hospitals,  each  has 
concluded  that  specialty  hospitals  offer  considerable  benefits  to  the  communities  they  serve. 
These  benefits  include:  (1)  spurring  competition  in  the  hospital  industry  resulting  in  lower  costs, 
improved  quality,  and  increased  efficiency;  (2)  better  patient  outcomes;  (3)  increased  patient 
satisfaction;  and  (4)  providing  a  greater  level  of  "net  community  benefits"  than  competitor 
hospitals. 

FTC  and  DOJ  Report 

In  July  2004,  the  FTJ  and  DOJ  antitrust  division  released  its  report  on  improving  health  care  in 
the  United  States.'  Hardly  a  rush  to  judgment,  the  report  was  developed  over  a  two-year  period 
from  6,000  pages  of  transcripts,  over  27  days  of  joint  hearings  and  workshops,  and  from  the 
testimony  of  more  than  250  panelists  -  including  many  hospital  and  health  system  executives, 
and  association  leaders.  The  report  calls  for  vigorous  competition  in  the  health-care  marketplace 
and  elimination  of  protectionist  policies  that  prevent  consumers  from  gaining  access  to  high- 
quality  health  care.  Specifically,  the  report  found  that  "[ejntry  by  single  specialty  hospitals  [into 
the  marketplace]  has  had  a  number  of  beneficial  consequences  for  consumers  who  receive  care 
from  these  providers.'*^  Competitive  pressure  from  specialty  hospitals  encourages  community 


'  FTC  &  DOJ,  Improving  Health  Care: 
^    Id.  p.2T. 


A  Dose  of  Competition  (July  2004). 
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hospitals  to  lower  costs,  improve  quality,  and  operate  more  efficiently  -  all  benefits  to  health 
care  consumers  and  the  entire  community 

MedPAC  Report  and  Update 

While  competition  is  not  always  welcomed,  regardless  of  the  industry,  the  communities  where 
MedCaih  hospitals  are  located  have  benefited  significantly  from  our  competitive  presence.  In 
March  2005,  MedPAC  released  its  report  on  physician-owned  specialty  hospitals  as  mandated  by 
the  Medicare  Prescription  Drug,  Improvement,  and  Modernization  Act  of  2003  (MMA).^  In  its 
report,  MedPAC  found  that  specialty  hospitals  often  ser\^e  as  a  "wake-up  call"  for  the  traditional 
acute  care  hospitals  in  a  community  to  improve  services  and  efficiencies. 

Specifically,  MedPAC  found  that  specialty  hospitals  focus  community  hospitals  on  the  issues  of 
hospital  operations  and  physician  relations.  Community  hospitals  in  these  markets  have  made 
constructive  improvements,  including  extended  service  hours,  improved  operating  room 
scheduling,  standardization  of  supplies  in  the  operating  room,  and  upgraded  equipment.  All  this 
is  evidence  that  community  hospitals  are  responding  to  the  new  competitive  pressures  from 
specialty  hospitals  in  a  way  that  benefits  doctors,  patients,  and  the  entire  community. 

Importantly,  the  MedPAC  report  found  that  the  financial  impact  on  community  hospitals  in  the 
markets  where  physician -owned  specialty  hospitals  are  located  has  been  minimal.  One  reason 
for  this  is  that  community  hospitals  have  been  able  to  either  increase  efficiency  and  reduce  cost, 
or  expand  into  other  revenue  sources.  MedPAC  found,  for  example,  that  community  hospitals 
with  a  heart  hospital  in  their  market  actually  had  a  higher  profit  margin  (3.4  percent)  in  2002 
than  community  hospitals  without  a  heart  hospital  (2.7  percent)  in  their  market.  This  is  a  critical 
point  that  we  think  is  important  for  Congress  to  recognize. 

In  April  2006,  during  a  public  meeting,  MedPAC  provided  updated  results  of  its  continuing 
study  of  physician-owned  specialty  hospitals/  First,  MedPAC  confirmed  the  results  of  its  2005 
report  and  stated  that  the  introduction  of  physician-owned  specialty  hospitals  has  had  a  minimal 
impact  upon  community  hospitals.  Further,  MedPAC's  chairman  noted  his  personal  bias  for 
greater  competition.  The  chairman  then  argued  that  there  should  be  a  "really  convincing"^  case 
that  specialty  hospitals  are  harmful  before  there  is  any  outright  specialty  hospital  prohibition,  and 
that  such  a  case  has  net  yet  been  made. 

Second,  MedPAC  noted  that  any  increases  in  cardiac  surgeries  likely  were  attributable  to  the 
greater  surgical  capacity  provided  by  a  new  specialty  heart  hospital  in  a  market,  rather  than  any 
financial  incentives  inherent  with  physician -ovwed  specialty  hospitals. 


'    MedPAC,  Report  to  the  Congress:  Physician-Owned  Specialty  Hospitals  (Mar.  2005). 
"    MedPAC,  Public  Meeting  Transcript  pp.  104-53  (Apr.  19, 2006). 
^  p,B4. 
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CMS  Study 

In  May  2005,  CMS  released  its  study  of  physician-owned  specialty  hospitals  as  required  by  Ihe 
MMA.*  As  part  of  its  study,  CMS  was  required  to  compare  physician-owned  specially  hospitals 
with  local  ftill-service  community  hospitals  in  terms  of  both  the  quality  of  care  furnished  and 
patient  satisfaction  with  such  care.  In  both  of  these  categories,  specialty  hospitals  out-performed 
community  hospitals. 

Generally,  CMS  found  that  because  of  their  small  size  and  focused-services,  specialty  hospitals 
(1)  are  better  able  to  plan  admissions  and  needed  staffing  as  compared  to  competitor  hospitals 
and  (2)  rarely  face  overworiced  staff  handling  emergency  admissions.  "As  a  result,  the 
atmosphere  in  specialty  hospitals  tends  to  be  'calmer'  and  'more  friendly'  to  patients.^' 

In  terms  of  quality  of  care,  CMS  examined  several  areas  including  mortality,  complications 
during  hospitalization,  and  readmissions.  In  each  of  these  areas,  specialty  hospitals  performed 
better,  and  in  some  cases  markedly  better,  than  community  hospitals.  The  CMS  study  cited 
several  unique  features  of  physician-owned  specialty  hospitals  which  influence  their  delivery  of 
high-quality  care  including:  (1)  specialization;  (2)  high  nurse  staffing  ratios  and  expertise;  (3) 
patient  amenities;  (4)  focused  patient  communication  and  education;  (5)  emphasis  on  quality 
monitoring;  and  (6)  involvement  of  physician-owners. 

Additionally,  CMS  found  that  specialty  hospital  patients  were  extremely  satisfied  with  their 
experience  in  terms  of  both  the  hospital  environment  and  clinical  care.  With  respect  to  clinical 
care  in  particular,  specialty  hospital  patients  noted  that  nurses  in  these  hospitals  were  more 
attentive,  available,  and  experienced  as  compared  to  community  hospitals. 

Lastly,  specialty  hospitals  are  organized  as  for-profit  entities  and,  therefore,  pay  sales  tax, 
personal  property  tax,  and  real  estate/real  property  taxes,  whereas  not-for-profit  hospitals  do  not. 
Moreover,  owners  of  specialty  hospitals  pay  state  and  federal  income  tax  on  their  share  of 
income,  if  any.  The  study  concluded  that  even  including  the  uncompensated  care  provided  by 
competitor  hospitals,  physician-owned  specialty  hospitals  still  provide  a  greater  level  of  net 
benefit  to  the  communities  they  serve. 

PHYSICIAN  OWNERSfflP  AND  INVOLVEMENT  IN  MEDCATH'S  HOSPITALS  IS  A 
KEY  CONTRIBUTOR  TO  HIGHER  QUALITY  OUTCOMES.  IMPROVED 
EFFICIENCY,  AND  PHYSICIAN  RECRUITMENT  AND  RETENTION 

The  findings  of  the  MedPAC  and  CMS  reports  have  been  confirmed  by  MedCath's  experience  in 
its  physician-owned  specialty  hospitals.  Specifically,  MedCath's  physician  partnership  model 
has  resulted  in  lower  costs,  improved  quality,  increased  efficiency,  better  patient  outcomes,  and 
increased  patient  satisfaction. 


*    CMS,  Study  of  Physician-Owned  Specialty  Hospiials  Required  in  Section  507(c)(2)  of  the  Medicare  Prescription 
Drug,  Improvement,  and  Modernization  Act  of 2003  (May  2005). 
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MedCath  Recruits  and  Partners  With  Hiehlv  Regarded  Physicians 

MedCath  partners  with  local  physicians  who  have  established  reputations  for  clinical  excellence. 
These  physicians  become  owners  in  MedCath  hospitals  because  of  dissatisfaction  with  the 
quality  of  care,  efficiency,  and  bureaucracy  of  their  local  hospitals,  and  to  have  any  opportunity 
to  make  dramatic  improvements  in  the  delivery  of  health  care.  With  ownership  in  the  MedCath 
facility  and  a  significant  role  in  the  governance  and  operation  of  the  hospital,  our  physician 
partners  are  motivated  to  design  and  operate  highly  efficient  care  delivery  systems  that  have  a 
direct,  positive  impact  on  patient  care.  This  increased  control  over  clinical  protocols  and  the 
quality  of  care  process  naturally  motivates  physicians  to  send  their  patients  to  these  facilities  - 
where  they  have  confidence  in  the  care  provided. 

The  involvement  of  our  physician  partners  in  the  governance  and  operations  of  our  hospitals  is  a 
critical  factor  that  contributes  to  quality  patient  care  and  is  a  logical  by-product  of  their  status  as 
owners  and  board  members.  Through  private  placements  or  confidential  offerings,  MedCath 
only  recruits  physicians  committed  to  the  Company's  objective  of  being  a  quality,  cost-efficient 
provider  of  cardiovascular  services. 

All  our  physician-investors  must  assume  substantial  financial  risk,  and  accountability  for  the 
hospital  and  the  care  provided.  Our  physician  partners  typically  invest,  on  average, 
appro.ximaiely  $50,000,  and  in  many  instances  invest  more  than  $100,000.  Importantly,  rfiese 
contributions  are  not  financed  by  either  MedCath  or  the  hospital. 

The  hospitals  are  high-risk  ventures  where  h  usually  takes  18-24  months  to  build  a  hospital.  As 
startup  businesses,  all  of  our  hospitals  experience  significant  early  stage  losses,  and  there  is  no 
assurance  they  will  subsequently  be  able  to  turn  profitable. 

For  some  of  out  physicians,  this  has  led  to  a  financial  return  on  their  investment.  For  others,  it 
has  led  to  no  financial  benefit  and  in  the  case  of  one  of  our  hospitals,  which  we  had  to  close  due 
to  the  anti-competitive  tactics  of  the  surrounding  general  hospitals,  a  loss  of  almost  all  of  their 
investment.  We  also  believe  that  ownership  causes  physicians  to  have  a  greater  incentive  to  self- 
police  their  peers  -  ensuring  their  use  of  the  facility  is  appropriate. 

MedCath's  Physician  Partners  Maintain  Their  Ownership  Because  of  Our  Quality  Outcomes  and 

Improved  Efficiency 

We  believe  this  alignment  of  interest  between  the  physicians  and  the  hospital  oj)erator  is  a 
primary  reason  MedCath  hospitals  have  been  able  to  improve  the  quality  of  care,  reduce  the 
average  length  of  stay,  save  money  to  government  payors,  and  achieve  high  levels  of  patient 
satisfaction.  MedCath  has  found  that  the  economic  commitment  of  physicians,  under  a 
physician  owiiership  model,  is  in  the  best  interest  of  the  conununities  served  and  has  resulted  in 
the  provision  of  a  higher  level  of  care  and  cost  efficiencies. 


'    The  Lew  in  Group,  A  Comparative  Study  of  Patient  Seventy,  Quality  of  Care  and  Community  Impact  ai  MedCath 
Heart  Hospitals  (Feb.  2004). 
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The  independent  Lewin  Group  has  confirmed  that: 

•  MedCath  hospitals  provided  better  care  on  average  (as  measured  by  lower  in- 
hospital  mortality  rales  and  lower  rates  of  complications)  in  a  shorter  period  of  time 
than  the  peer  community  hospitals. 

•  After  adjusting  for  risk  of  mortality,  MedCath  heart  hospitals  on  average  exhibited  a 
16  percent  lower  in-hospital  mortality  rate  for  Medicare  cardiac  cases  compared  to 
the  peer  community  hospitals,  including  major  teaching  facilities. 

•  MedCath  heart  hospitals  also  bad  shorter  average  lengths  of  stay  for  cardiac  cases 
(3.81  days)  than  the  peer  community  hospitals  (4.88  days)  after  adjusting  for  severity. 

•  Approximately  90%  of  our  patients  are  discharged  home  instead  of  being 
discharged  to  a  subacute  care  facility,  home  health  agency,  or  skilled  nursing  facility. 
Not  only  is  this  better  for  the  patient,  the  Lewin  Group  also  estimates  it  saves 
Medicare  approximately  $1.5  million  per  facility  per  year. 

Indeed,  the  Lewin  Group  reported  that  MedCath's  eight  hospitals  that  were  open  in  2002  on 
average  saved  Medicare  between  $12.2  million  and  $15.2  million  per  year.  This  is  an  average  of 
$1.5  million  to  $1.9  million  per  hospital,  a  result  from  our  hospitals'  ability  to  discharge  more 
patients  to  their  homes  versus  to  sub-acute  care  facilities  or  skilled  nursing  facilities.*  Imagine 
the  billions  of  dollars  that  the  national  healthcare  system  could  save  if  the  higher  quality  of  care 
and  lower  cost  structure  that  our  hospitals  have  achieved  could  be  replicated  by  other  hospitals. 

Given  the  above,  our  physician-partners  typically  retain  their  interest  in  our  hospitals. 
Importantly,  under  our  model,  there  is  no  absolute  restriction  on  the  transferability  of  ownership 
interest.  While  we  seek  to  retain  all  our  physician  partners,  we  do  not  create  a  mechanism 
whereby  physicians  are  obligated  to  remain  owners  in  our  hospitals. 

MedCath's  Experience  Confirms  that  Specialty  Hospitals  do  not  Adversely  Impact  Profitability 

and  Utilization 

Our  own  independent  studies  confirm  MedPAC's  significant  finding  that  specialty  hospitals  have 
"little  impact"  on  the  profitability  of  community  hospitals.  Indeed,  there  is  no  statistically 
significant  increase  in  utilization  after  the  entry  of  a  specialty  heart  hospital  into  a  market.'  In 
our  opinion,  many  of  the  markets  where  we  have  hospitals  were  significantly  under  served  prior 
to  our  entry  into  the  community  and  that  we  met  a  much-needed  demand,  thus  bringing  the 
market  up  to  parity  with  other  markets.  We  believe  that  this  unfiilfilled  need  that  our  hospitals 
have  met  has  had  a  very  positive  impact  in  the  communities  where  we  are  located. 


The  Lewin  Group,  A  Comparative  Study  of  Medicare  Payments  Per  Episode  of  Cardiac  Care  for  Patients  at 
MedCath  Heart  Hospitals  and  Other  Hospitals  With  Open  Heart  Surgery  Programs  (July  2002). 

The  Lewin  Group,  Impact  of  MedCath  Heart  Hospitals  on  MSA  Cardiology  Inpatient  Utilization  Rates  (Aug. 
2001). 
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MEDCATH^S  HOSPITALS  ARE  ACCREDITED,  AND  DEDICATED  TO 
MAINTAINING  PATIENT  SAFETY  AND  OUALITY  OF  CARE  TO  ALL  PATIENTS 

All  but  one  of  our  12  hospitals  (because  of  unique  state  licensure  requirements)  are  licensed  as 
general  acute  care  facilities  in  the  states  where  they  operate.  Our  hospitals  hold  all  federal,  state, 
and  local  licenses,  and  all  accreditations  (including  accreditation  from  the  Joint  Commission  on 
Accreditation  of  Healthcare  Organizations)  and  certifications  required  of  or  beneficial  to 
institutional  providers  of  health  care  services. 

Moreover,  MedCath  maintains  a  Code  of  Ethics  and  vigorous  compliance  program.  MedCath 
has  designated  compliance  officers  in  the  parent  corporation  and  individual  hospitals,  establishe4 
a  loll-free  compliance  line,  implemented  various  compliance  training  programs,  and  developed  a 
process  for  screening  all  employees  through  applicable  federal  and  state  databases.  There  is  an 
established  reporting  system,  auditing  and  monitoring  programs,  and  a  disciplinary  system  to 
enforce  the  Code  of  Ethics  and  other  compliance  policies.  Auditing  and  monitoring  activities 
include  claims  preparation  and  submission,  coding,  billing,  cost  reporting,  and  financial 
arrangements  with  physicians  and  other  referral  sources. 

It  is  important  to  note  that  given  their  licensure  as  general  acute  care  facilities,  our  hospitals  are 
required  by  law  to  treat  patients  regardless  of  their  ability  to  pay.*"  While  this  is  the  law, 
MedCath  also  believes  it  is  a  community  responsibility  to  treat  anyone  who  walks  in  our  doors 
and  requires  medical  care. 

In  fact,  a  Lewin  Group  study  found  that  in  all  four  markets  where  comparable  data  was  available, 
MedCath  hospitals  ranked  in  the  top  half  of  area  hospitals  for  the  volume  of  cardiac  care 
provided  to  indigent  patients."  Approximately  75-85%  of  the  self-pay/uninsured  care  is 
provided  without  compensation.  Despite  this  large  amount  of  uncompensated  care,  our  hospitals 
and  their  services  are  available  to  all  patients  in  need  of  cardiovascular  care. 

JOINT  VENTURES  WITH  SPECIALTY  HOSPITALS  ARE  BEING  EMBRACED  BY 
NOT-FOR-PROFIT  HEALTH  SYSTEMS  AND  COMMUNITY  HOSPITALS 

A  growing  number  of  not-for-profit  healthcare  systems  and  community  hospitals  around  the 
country  have  embraced  the  concept  of  physician  ownership  and/or  MedCath* s  expertise  as  a 
means  to  improve  the  quality  of  care  and  cost  effectiveness  within  their  own  health  systems. 
Indeed,  community  hospitals  seeking  to  improve  their  cardiac  care  programs  have  actively 
engaged  MedCath  in  several  different  ways. 


Hospitals  with  Emergency  Departments  must  comply  with  the  regulations  required  by  the  Emergency  Medical 
Treatment  and  Labor  Act  and  provide  services  to  anyone  coming  to  our  hospitals  seeking  emergency  medical 
care,  regardless  of  their  condition  or  ability  to  pay. 

' '  The  Lewin  Group,  A  Comparative  Study  of  Patient  Severity.  Quality  of  Care  between  MedCath  Heart  Hospitals 
and  Peer  Hospitals  in  The  MedCath  Market  Area  (Mar.  2004). 
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Partnerships  Among  Community  Hospitats/Health  Systems.  MedCath.  and  Physicians 

First,  two  of  MedCath 's  most  successful  hospitals  are  three-way  partnerships  among  a 
community  hospital  or  health  system,  MedCath,  and  local  physicians.  In  March  2001,  Avera 
McKennan,  MedCath,  and  local  physicians  built  and  opened  the  Avera  Heart  Hospital  of  South 
Dakota  (Avera  Hospital).  This  hospital  is  currently  delivering  high-quality  cardiovascular  care 
to  patients  of  South  Dakota  and  surrounding  states. 

In  fact,  in  October  2005,  MedCath' s  Avera  HospitaJ  was  ranked  among  the  top  5  percent  of 
hospitals  nationally  for  overall  cardiac  care,  cardiac  interventions,  and  cardiology  according  to  a 
study  release  by  HealthGrades,  the  nation's  leading  providing  of  independent  hospital  ratings. 
The  same  study  also  ranked  Avera  Hospital  as  first  in  South  Dakota  for  overall  cardiac  care, 
cardiac  interventions,  and  cardiology. 

In  January  2006,  Avera  Hospital  received  HealthGrades'  "Cardiac  Care  Excellence  Award." 
Avera  Hospital  was  the  only  hospital  in  the  tri-state  region  of  South  Dakota,  Iowa,  and  Nebraska 
to  receive  the  award.  This  recognition  is  based  upon  HealthGrades'  annual  analysis  of  more  than 
37  million  Medicare  patient  discharges  at  nearly  every  hospital  in  the  country. 

Second,  our  Tucson  Heart  Hospital  is  a  joint  venture  among  Carondelet  Health  Network, 
MedCath,  and  local  physicians  in  Tucson,  Arizona.  Much  the  same  as  Avera  Hospital,  this 
hospital  is  currently  delivering  high-quality  cardiovascular  care  to  patients  of  Arizona  and 
surrounding  states. 

Alliances  Between  Community  Hospitals/Heahh  Systems  and  MedCath 

In  other  instances,  community  hospitals  have  sought  out  MedCath *s  expertise  by  entering  into 
management  agreements  whereby  MedCath  provides  sophisticated  management  and  consulting 
services  focused  on  the  cardiac  programs  of  the  community  hospitals.  MedCath  also  assists  in 
the  design  and  development  of  new  cardiac  facilities,  such  as  new  heart  institutes.  These 
community  hospitals  desire  to  obtain  the  benefit  of  the  "best  practices"  MedCath  and  it  physician 
partners  have  developed  in  their  specialty  heart  hospitals. 

For  example,  in  June  2005,  MedCath  and  Benefis  Healthcare  of  Great  Falls,  Montana  (Benefis) 
entered  into  a  strategic  alliance  to  grow  and  enhance  Benefis'  cardiovascular  services.  Under  the 
agreement,  MedCath  manages  Benefis'  existing  cardiovascular  services  and  coordinates 
recruiting  activities  to  increase  the  number  of  cardiologists  in  the  Great  Falls  market  to  better 
meet  the  need  for  cardiovascular  services  in  the  region.  MedCath  and  Benefis  also  have  begun 
work  on  the  design  and  development  of  a  new  tower  that  will  include  a  new  heart  hospital  to  be 
managed  by  MedCath.  The  President  and  Chief  Executive  Officer  of  Benefis  has  stated  that 
"[o]ur  new  partnership  with  MedCath  will  help  us  to  further  improve  heart  services  for  our 
coiTununity  and  region.  MedCath  has  demonstrated  that  it  knows  how  to  provide  superior 
clinical  results  in  cardiovascular  care." 

In  another  example,  MedCath  and  Methodist  Medical  Center  of  Illinois,  a  353-bed  hospital 
system  in  Peoria,  Illinois  (Methodist)  have  entered  into  a  business  alliance.  Under  the  terms  of 
this  alliance,  MedCath  manages  Methodist's  existing  cardiovascular  program.  Additionally, 
MedCath  and  Methodist  are  jointly  working  to  identify,  develop,  and  "miplement  specific 
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strategies  to  expand  and  enhance  Methodist's  cardiovascular  services.  These  strategies  may 
include  various  joint  venture  and  clinical  initiatives.  The  parties  also  intend  to  explore  the 
development  of  a  heart  tower  that  will  be  a  dedicated  heart  facility  to  be  managed  by  MedCath. 

These  partnerships  embrace  the  collective  expertise  of  each  group  and  align  all  interests  to 
deliver  high-quality  care  to  the  community  and  to  patients.  We  believe  partnerships  like  these 
are  critical  to  the  future  of  delivering  health  care  to  a  rapidly  aging  population. 

CONCLUSION 

In  conclusion,  the  advantages  of  competition  to  the  health  care  sector  provided  by  specialty 
hospitals  are  both  undeniable  and  essential  to  meeting  the  growing  demand  for  cardiovascular 
services  as  a  result  of  the  aging  Baby  Boomer  population.  As  reported  by  FTC,  DOJ,  MedPAC 
and  CMS,  and  confirmed  by  MedCath's  experience,  specialty  hospital  provide  a  benefit  to  the 
communities  they  serve.  From  improving  quality  and  improving  efficiency,  to  increasing  patient 
satisfaction  and  making  significant  tax  contributions,  specialty  hospitals  are  a  valuable  part  of  the 
health  care  delivery  system.  We  believe  the  MedCath  hospital  model  is  a  innovative  model  that 
is  consistent  with  these  goals. 

In  fact,  not-for-profit  health  systems  have  embraced  the  concept  of  physician  ownership. 
Moreover,  community  hospitals  have  recognized  the  expertise  of  MedCath  and  have  entered  into 
alliances  to  enhance  the  provision  of  cardiovascular  services  in  their  communities.  As  stated  by 
former  Secretary  of  Health  and  Human  Services,  Tommy  G.  Thompson,  in  a  letter  for  the 
groundbreaking  of  the  Heart  Hospital  of  Milwaukee: 

This  is  the  sort  of  public-private  partnership,  combining  the  resources  of 
government  with  the  innovation  of  the  business  world,  that  makes  America  great. 
In  teaming  together  to  find  new  ways  to  serve  your  fellow  Americans,  you  truly 
have  shown  yourselves  to  be  foot  soldiers  in  what  our  President  called  "the  armies 
of  compassion."  It's  something  to  be  proud  of 
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